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PROGRAM  OF  THE  FIFTH  ANNUAL  MEETING  HELD 
AT  OTTAWA,  ONTARIO,  MAY  22-23,  1933. 


Monday,  May  22nd 

9.30  a.m.  Registration 

10.00  a.m.  Morning  Session 

Presiding  Officer:  E.  J.  Urwick,  University  of  To¬ 
ronto. 

General  Topic :  Economic  Theory. 

Papers:  Stephen  Leacock,  McGill  University;  J.  L. 

McDougall,  Queen’s  University. 

Discussion:  H.  R.  Jackman,  Canadian  General  Secu¬ 
rities  Ltd.,  Toronto;  Miss  I.  M.  Biss,  Univer¬ 
sity  of  Toronto. 

12.45  p.m.  Joint  Luncheon  Meeting  with  the  Canadian  Histori¬ 
cal  Association 

Presiding  Officer:  E.  J.  Urwick,  University  of  To¬ 
ronto. 

Speakers:  J.  C.  Webster,  President,  Canadian  His¬ 
torical  Association;  E.  J.  Urwick,  President, 
Canadian  Political  Science  Association. 

2.30  p.m.  Afternoon  Session  (Joint  Session  with  the  Cana¬ 

dian  Historical  Association) 

Presiding  Officer:  Dr.  J.  C.  Webster,  Shediac,  N.B. 
General  Topic:  Economic  History. 

Papers:  D.  G.  Creighton,  University  of  Toronto; 

T.  W.  L.  MacDermot,1  McGill  University. 
Discussion:  D.  A.  McArthur,  Queen’s  University. 

1  Mr.  MacDermot’s  paper  is  to  be  published  in  the  Canadian  His¬ 
torical  Review. 


5,00  p.m.  Meeting  of  the  Executive  Council 

8.00  p.m.  Evening  Session 

Presiding  Officer:  S.  J.  McLean,  Board  of  Railway 
Commissioners,  Ottawa. 

Presidential  Address:  E.  J.  Urwick,  University  of 
Toronto. 

General  Topic :  Economic  Planning. 

Paper:  A.  Brady,  University  of  Toronto. 

9.30  a.m.  Morning  Session 

Presiding  Officer:  H.  Barton,  Deputy  Minister  of 
Agriculture,  Ottawa. 

General  Topic:  Agricultural  Economics. 

Papers:  J.  Coke,  Department  of  Agriculture,  Ot¬ 
tawa;  C.  B.  Davidson,  Dominion  Bureau  of 
Statistics,  Ottawa;  W.  M.  Drummond,  Univer¬ 
sity  of  Toronto. 

9.30  a.m.  Round  Table  Conferences 

Public  Ownership 

Chairman:  J.  W.  Dafoe,  Winnipeg  Free  Press,  Win¬ 
nipeg. 

Discussion:  Tom  Moore,  Ottawa;  T.  W.  L.  MacDer- 
mot,  McGill  University. 

Corporation  Finance  and  Company  Law  Reform 

Chairman:  A.  W.  Rogers,  Canadian  Bankers’  Asso¬ 
ciation,  Toronto. 

Discussion:  R.  G.  H.  Smails,  Queen’s  University; 
F.  W.  Wegenast,  K.C.,  Toronto. 

1.00  p.m.  Luncheon  Meeting 

Presiding  Officer:  W.  A.  Mackintosh,  Queen’s  Uni¬ 
versity. 

Topic:  The  Back  to  the  Land  Movement. 

Speaker:  J.  E.  Lattimer,  Macdonald  College,  St. 
Anne  de  Bellevue,  Que. 


2.30  p.m.  Afternoon  Session 

Presiding  Officer:  0.  D.  Skelton,  Department  of 
External  Affairs,  Ottawa. 

General  Topic :  Political  Science. 

Papers :  F.  R.  Scott,  McGill  University ;  J.  A.  Corry, 
University  of  Saskatchewan. 

Discussion:  0.  M.  Biggar,  K.C.,  Ottawa. 

2.30  p.m.  Round  Table  Conference 

Population  Problems 

Chairman:  R.  H.  Coats,  Dominion  Bureau  of  Sta¬ 
tistics,  Ottawa. 

Discussion:  M.  C.  MacLean,  Dominion  Bureau  of 
Statistics;  K.  W.  Taylor,  McMaster  University. 

5.00  p.m.  Business  Meeting 

8.00  p.m.  Evening  Session 

Presiding  Officer:  J.  W.  Dafoe,  Winnipeg  Free 
Press,  Winnipeg. 

General  Topic:  Banking  and  Currency. 

Papers:  J.  E.  Van  Buskirk,  Pitfield,  Mathewson  & 
Co.,  Montreal;  F.  C.  Biggar,  Secretary,  Cana¬ 
dian  Bank  of  Commerce,  Toronto. 

Discussion:  W.  H.  Budden,  Montreal;  C.  A.  Curtis, 
Queen’s  University. 


According  to  its  Constitution,  the  object  of  the 
Canadian  Political  Science  Association  is  the  “encour¬ 
agement  of  the  investigation  and  study  of  Political, 
Economic  and  Social  Problems.”  When  first  organized 
it  was  called  a  Political  Science  Association  because 
it  was  intended  to  promote  the  discussion  of  all 
matters  of  public  policy  which  may  become  matters 
for  political  action,  not  because  it  was  to  be  concerned 
solely  with  the  science  of  government.  In  Canada, 
those  matters  of  public  policy  are  as  yet  mainly 
economic  and  therefore  economic  topics  predominate 
in  the  programmes  of  the  annual  meetings  of  the 
Association.  It  strives  to  provide  for  the  discussion 
of  national  problems  by  all  who  are  in  any  way 
qualified  to  deal  with  them.  Its  membership  contains 
all  shades  of  economic  opinion,  and  is  not  confined 
to  professional  economists,  political  scientists  or 
sociologists  but  is  open  to  all  persons  interested  in 
the  objects  it  seeks  to  promote.  Obviously,  the  As¬ 
sociation  assumes  no  responsibility  for  the  opinions 
expressed  at  its  meetings. 


PAPERS  AND  DISCUSSIONS 


THE  ECONOMIC  ANALYSIS  OF  INDUSTRIAL 
DEPRESSION 

STEPHEN  LEACOCK 

It  is  said  that  Plato  had  a  sign  placed  over  the  entrance 
to  the  olive  grove  where  he  lectured,  with  the  words,  “Let  no 
one  enter  unless  he  is  acquainted  with  geometry.”  I  will  ask 
for  the  same  privilege  today  by  taking  for  granted  that  we  are 
all  “economists.”  I  will  assume  that  we  all  know  the  work  of 
Adam  Smith  and  Ricardo  and  John  Stuart  Mill:  and  that  we 
are  all  acquainted  with  the  modification  of  their  doctrines  under 
the  influence  of  the  historical  school :  with  the  reconsideration 
of  their  main  thesis,  that  of  value,  by  Jevons  and  the  Austrians : 
and  with  the  general  outline  compounded  of  all  these  theories 
and  principles  by  such  writers  as  Marshall  and  Taussig.  This 
assumption  is  made  not  for  the  vainglory  of  pedantry  but  for 
the  sake  of  brevity  of  reference  and  ease  of  argument. 

We  are  all  no  doubt  equally  acquainted  as  economists  with 
the  outline  of  industrial  development  which  inspired  the  for¬ 
mulation  of  these  theories  —  the  industrial  revolution,  the 
machine  age,  the  organization  of  labor,  the  agglomeration  of 
capital. 

Here,  then,  grew  up  together  an  industrial  system  and  an 
industrial  analysis  to  explain  it.  On  this  has  been  framed  for 
a  century  and  a  half  the  law  and  the  public  policy  of  Europe 
and  America.  The  successive  shocks  of  the  Great  War  and  its 
consequences,  culminating  in  the  world  wide  depression  of 
1929-33,  have  led  to  a  reconsideration  of  the  whole  system 
from  its  basis  up. 

Opinion,  in  and  out  of  the  colleges,  is  widely  divided.  A 
large,  and  perhaps  less  responsible,  section  of  public  opinion 
claims  that  the  entire  system  both  as  theory  and  policy  has 
been  based  on  error  and  injustice,  has  survived  only  in  spite 
of  its  defects,  and  has  reached  the  point  where  it  can  survive 
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no  longer.  This  opinion  is  very  widely  held  by  those  who  have 
little  or  nothing  to  lose  in  the  way  of  status  or  property,  and 
little  in  the  shape  of  authority  or  responsibility  to  make  them 
hesitate.  For  many  such  it  is  a  mere  counsel  of  self-interest, 
a  throw  of  the  dice  against  a  nothing.  But  the  opinion  is 
shared  also  by  many  others  a.s  a  genuine  belief  and  an  earnest 
conviction.  As  such  it  must  be  reckoned  with. 

Another  large  section  of  public  opinion  favors  the  idea 
that  the  basis  of  the  system  under  which  we  live,  that  of 
individual  property  and  individual  profit,  is  the  only  basis  on 
which  collective  human  life  can  be  carried  on  with  justice  and 
peace  and  plenty,  but  consider  that  the  growing  complexity  of 
our  industrial  ilfe  necessitates  an  overhauling,  not  of  the  basis 
of  our  system,  but  of  the  structure  erected  upon  it;  not,  that 
is,  the  abolition  of  the  individual  right  of  property  and  indi¬ 
vidual  gain  but  the  rectification  of  overgreat  property  and  in¬ 
ordinate  gain  by  rearrangement  of  such  things  as  currencies, 
taxes,  inheritances,  etc.  The  recent  collapse  of  industry  has 
further  introduced  the  wide-spread  idea  of  the  need  of  regu¬ 
lating  the  quantity  of  production  and  perhaps  the  volume  and 
flow  of  international  trade. 

Only  a  very  small  section  of  public  opinion  still  clings  to 
the  idea  that  our  industrial  system  can  indefinitely  continue 
without  serious  modification;  and  this  section  of  opinion  is 
very  largely  represented  by  those  whose  self-interest  is 
strongly  enlisted  in  the  maintenance  of  things  as  they  are. 

In  the  first  section  of  opinion  thus  indicated  may  be 
included  the  views  of  all  communists,  bolsheviks,  marxians 
and  of  all  socialists  whose  socialism  is  carried  to  the  length 
of  demanding  the  abolition  of  private  ownership  of  the  means 
of  production  whatever  may  be  their  views  —  for  or  against 
—  as  to  the  reorganization  of  private  and  social  life. 

The  second  section  of  opinion  demanding  in  various  forms 
modification  of  the  industrial  mechanism  without  abolishing 
its  basis  of  private  property  and  private  gain  may  be  repre¬ 
sented  by  such  contemporaries  as  J.  M.  Keynes,  Frederick 
Soddy,  F.  Henderson,  Sir  Arthur  Salter,  Professor  Dahlberg 
and  in  a  more  sweeping  way  of  such  popular  writers  as  Mr. 
Stuart  Chase,  and  George  Soule.  There  is  much  confusion  and 
inconsistency  here  in  so  much  as  many  writers,  such  as  Mr. 
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Chase,  announce  in  general  terms  that  the  “profits  system” 
must  end,  but  in  application  merely  shift  it  to  new  ground  with 
a  new  set  of  rules. 

The  third  section  of  opinion,  advocating  the  maintenance 
of  things  not  only  as  are  but  just  as  they  are,  without  a  serious 
collective  effort  towards  modification,  may  be  left  largely  out 
of  count.  It  is  in  essence  a  non-economic  section  of  opinion 
inspired  by  personal  affluence,  property  rights,  vested  interest, 
religious  quietism,  and  the  tremors  of  old  age  and  the  illumina¬ 
tion  of  immortality. 

It  is  the  proper  business  of  the  economist  to  seek  to 
analyse  the  industrial  situation  that  has  grown  up  in  the  age 
of  machinery  and  has  reached  it.s  most  conspicuous  point  of 
development  in  the  recent  collapse.  The  economists  of  the 
classical  period  began  their  system  with  a  series  of  postulates 
and  axioms  comparable  to  those  of  Euclid.  Some  of  these  were 
express  and  explicit ;  others  were  implicit  and  even  unconscious. 
These  postulates  and  axioms  included  the  existence  of  the 
state  and  law,  of  property  both  in  land  and  goods,  of  contract 
and  bequest,  and  of  personal  and  economic  freedom.  Very 
conspicuous  was  the  right  of  property,  even  property  in  land, 
taken  as  a  natural  and  inalienable  right,  beyond  argument. 
The  American  constitutions  and  declarations  never  question 
it.  It  appears  in  the  French  rights  of  man  as  a  natural  right. 
By  this  means,  all  discussion  of  other  possible  systems  of 
possession  and  utilizations  of  resources,  were  ruled  out  before 
they  started.  The  same  was  true  of  systems  based  on  slavery, 
or  on  hereditary  or  religious  control,  and  resting  on  “custom,” 
meaning  economic  life  continued  indefinitely  on  a  fixed  status. 

All  these  elements,  factors  and  situations  the  classical 
economy  ruled  out  with  a  stroke  of  the  pen.  Not  that  they 
did  not  matter,  but  they  represented  a  condition  of  things  with 
which  the  system  was  not  concerned  and  which  the  system 
was  destined  to  overthrow  and  to  terminate. 

For  at  least  half  a  century  it  looked  as  if  these  assump¬ 
tions  were  justified.  The  slave  status  and  the  slave  economy 
were  rapidly  disappearing ;  where  they  survived,  as  in  America, 
their  economic  utility  became  more  and  more  questionable, 
their  social  justification  more  and  more  doubtful,  and  their 
coming  extinction  a  matter  only  of  time.  So  too  with  custom. 
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Its  hold  weakened.  Its  area  grew  less.  Its  appeal  lost  its 
force.  In  Europe,  even  in  England,  the  customary  land  system 
slowly  dissolved  in  favour  of  contractual  rights.  Even  the 
Irish  parody  of  a  land  system  (1820-  1869)  seemed  based  on 
contractual  freedom.  In  the  East,  itself,  custom  began  to  give 
way  to  economic  mobility ;  the  East  bought  and  sold ;  the  East 
traded  with  Manchester.  The  colonial  establishment  of  Europe 
easily  threw  aside  any  remnants  of  earlier  hereditary  rights, 
feudal  status  and  clerical  control.  Economic  mobility,  indivi¬ 
dual  property  and  contract,  spread  as  a  newer  basis  of  life  all 
over  the  parts  of  the  world  called  civilized.  Thus  it  began  to 
seem  as  if  the  economists  were  warranted  in  disregarding  the 
discussion  of  all  ways  of  life  outside  of  that  of  ‘“natural 
liberty.” 

Moreover  during  the  earlier  period  the  inconsistencies  and 
discrepancies  of  the  system  were  lost  in  its  apparent  success 
and  in  the  obviousness  of  the  part  of  it  that  was  true.  Take 
the  case  of  property.  Property  right  in  land  was  scarcely 
questioned  from  the  days  of  Adam  Smith  to  Lloyd  George. 
Smith  himself,  who  did  not  own  land,  had  at  times  a  snarl  for 
the  landlord.  But  he  never  questioned  his  right  to  be.  Lord 
Eldon’s  judgments  reflect  the  idea  of  landed  rights  as  funda¬ 
mental  and  immovable.  Such  legislation  as  the  post-war  fair 
rentals  acts  applied  in  New  York  and  London  would  have  been 
incomprehensible  alike  to  Thomas  Jefferson,  to  Bentham,  to 
Metternich  and  to  David  Ricardo.  John  Stuart  Mill,  who  grew 
younger  as  he  got  older,  was  of  a  different  turn  of  thought; 
but  that  came  later.  Nor  had  there  yet  come  about  the 
enormous  dislocation  of  social  wealth  to  be  presently  occasioned 
by  the  growth  of  modern  cities.  In  the  past  the  “unearned 
increment”  has  been  fortuitous,  occasional,  never  of  colossal 
magnitude  and  falling,  as  a  rule,  conveniently  into  the  proper 
hands  —  of  those  already  rich.  To  those  who  had  was  given. 
Thus  the  classical  economy  was  able  to  get  away  to  a  long 
start  before  the  property  question  could  pursue  it. 

It  was  equally  fortunate  in  its  relation  to  monopoly.  Till 
the  time  of  the  Ricardos  and  the  Mills  and  such,  sales  under 
monopolies  were  either  rarities  or  injustices,  or  too  limited  to 
matter,  or  connected  with  or  explained  by  some  other  existing 
feudal  or  hereditary  or  property  right.  Thus  they  were  left 
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clean  out  of  the  systems.  It  was,  for  the  world  of  today,  as 
if  one  played  Hamlet  without  Hamlet  —  or  for  the  matter  of 
that,  without  Ophelia,  or  any  of  the  rest. 

One  recalls  in  Mill’s  famous  Book  Three  of  his  Principles 
of  Political  Economy  in  which  he  deals  with  the  subject  of  value 
—  finding  nothing  in  it  to  clear  up  —  his  summary  treatment 
of  the  question  of  monopoly  price.  He  discusses  —  as  a  sort 
of  curiosity  of  economics,  only  to  dismiss  it  —  the  “price  of 
a  music  box  in  the  wilds  of  Lake  Superior.”  He  tells  us  it 
would  be  what  any  one  could  get  for  it  and  that  is  all  that 
could  be  said;  but  if  Mill  had  stopped  to  discuss  not  the  price 
of  a  music  box  in  the  wilds  of  Lake  Superior,  but  the  price  of 
a  gramaphone  in  Winnipeg!  that  would  have  been  something 
else.  Here  he  would  have  found  himself  in  a  world  of  patent 
rights,  monopoly  rights,  company  rights,  labor  union  wages, 
music  trusts  and  the  overhead  costs  of  a  gramaphone  factory 
about  to  make  sixty-two  other  kinds  of  articles  and  a  hundred 
by-products.  Mill’s  book  would  have  been  of  no  more  use  to 
analyse  out  the  situation  than  the  book  of  Genesis,  perhaps 
less. 

Monopoly  therefore  was  swept  out  of  the  picture.  Free 
buying  and  selling  —  free  competition  —  was  taken  for  granted 
not  only  as  the  only  desirable  thing  but  as  the  inevitable 
thing  and  the  only  thing  worth  talking  about.  The  little  excep¬ 
tions  were  nothing.  A  copyright  and  a  patent  were  thought  of 
only  as  rewards  and  stimulus  to  industry  like  the  prize  given 
by  the  Admiralty  to  Harrison  for  the  sextant. 

Outside  the  system  also  lay  the  immobilizing  effect  of 
organized  labor.  The  classical  economists  were  in  favor  of 
giving  to  the  laborers  full  liberty  of  combining  (as  without 
violence  or  damage:  the  Act  of  1825),  because  they  held  the 
comfortable  doctrine  that  combining  didn’t  do  them  any  good. 
Nor  did  their  system  take  proper  account  of  the  already 
initiated  group  of  industrial  corporations  that  came  with  the 
age  of  steam  transport.  Adam  Smith  lived  when  “companies” 
meant  privileged  trading  bodies,  or  turnpike  associations  and 
such.  Their  existence  for  general  purposes  was  scarcely 
admitted  as  legal  till  after  Adam  Smith  was  dead.  In  any  case 
Smith  was  quite  blind  to  this  first  twilight  on  the  horizon.  Nor 
did  Mill  himself  appreciate  what  was  happening.  Working  all 
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his  life  for  the  East  India  Company,  with  his  real  life  work 
as  an  over-time  task,  Mill  thought  in  terms  that  lost  their 
application. 

Under  these  terms  the  whole  conception  of  industrial  costs 
—  which  lay  at  the  root  of  their  equation  of  value  —  was  one 
destined  to  be  left  behind  and  to  become  hopelessly  inadequate. 
Mill's  costs  were  taken  out  of  the  multiplication  table:  thus 
if  it  costs  twelve  pennies  to  make  twelve  bricks  out  of  twelve 
pieces  of  mud,  then  it  costs  one  penny  to  make  one  brick. 
Ergo  if  a  hundred  thousand  gramaphones  cost  a  million  dollars 
then  one  gramaphone  costs  ten  dollars.  Mill  never  got  beyond 
this.  The  railroad  had  started  its  career  in  1830  and  should 
have  given  him  an  idea  of  relation  of  costs  to  value.  But  he 
and  his  generation  of  economics  went  on  computing  “cost”  as 
a  uniform,  divisible,  equatable  element,  like  the  butter  on  a 
slice  of  bread.  No  wonder  that  all  that  part  of  the  old  econo¬ 
mics  is  as  far  away  as  Tutankamen. 

As  with  costs  so  with  the  other  ultimate  eff  ects  of  machine 
production.  “Standardization”  —  the  similarity  of  all  pro¬ 
ducts  — ~  was  slow  in  coming.  Early  ages  preferred  diversity. 
Individual  things  were  for  individual  taste.  But  the  machine 
ironed  out  its  ruthless  way  a  path  flat  as  the  pathway  of  a 
steam  roller.  Mill  did  not  see  —  nobody  foresaw  —  that  stan¬ 
dardization  would  act  like  a  drug  on  competition  —  very  like  a 
drug,  either  kill  it  or  deprave  it.  Mill  did  not  see,  that  is  his 
generation  didn’t,  his  school  didn’t;  we  are  dealing  in  broad 
truths.  Scholars  who  love  minutiae  deny  everything.  They 
will  find  in  Adam  Smith  the  “germs”  of  Professor  Ripley  and 
in  Mill  the  “origins”  of  Stuart  Chase.  All  that  is  nothing. 
There  is  no  doubt  what  they  meant  in  broad  general  terms. 

But  let  it  be  remarked  that  there  was  one  postulate  or 
axiom  of  the  economist  which  lay  as  a  sort  of  bed-rock  under 
all  the  others.  It  was  that  of  the  “economic  man.”  By  this 
is  meant  the  proposition  that  men  will  work  for  their  own 
sake  or  for  their  own  gain,  for  those  near  to  them  or  dear  to 
them.  But  they  will  not  spontaneously  and  willingly  perma¬ 
nently  work  —  in  the  mass  and  exceptions  apart  —  not  at  odd 
times  or  emergency  times  but  all  the  time,  except  for  this 
incentive.  This  is  the  “economic  man”  of  the  Ricardians. 
Later  on  he  was  cast  out,  denied,  declared  dead  and  buried  and 
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was  buried  again  every  time  he  kept  on  resurrecting  himself. 
But  to  my  thinking  the  economic  man  is  the  soundest  part  of 
the  old  system  —  the  only  part  of  it  absolutely  unchanged  and 
utterly  valid.  All  the  present  talk  of  “service,”  all  the  present 
“brother-brother”  stuff,  the  “let-us-help-you”  tone  of  the  ad¬ 
vertiser  is  mere  trash  and  dishonesty,  a  new  kind  of  economic 
man,  not  only  economic  but  a  hypocrite  along  with  it.  It  is  the 
difference  between  Mr.  Pickwick  and  Mr.  Pecksniff. 

If  the  “economic  man”  (now  called  the  “profits  system” 
and  furiously  registing  burial)  is  not  true,  then  communism  is 
all  right.  If  we  are  all  brother-brothers,  and  kiddy-kiddies, 
making  things  for  the  “little  folk,”  and  showing  goods  to  the 
“old  folk”  —  then  let  us  start  to  Russia  tomorrow. 

On  the  lines  thus  indicated  was  built  up,  as  the  theory 
of  society  and  as  a  legislative  policy,  the  system  of  the  nine¬ 
teenth  century.  It  served  both  as  an  operative  system  of 
production  and  as  a  criterion  of  social  justice.  Its  form  was 
amazingly  simple.  It  rested  on  two  fundamental  principles, 
those  of  the  “economic  man”  and  “natural  liberty”  working  in 
an  area  controlled  by  the  coercive  .state  to  enforce  property 
contract  and  bequest.  The  system  was  supposed  to  work  in 
such  a  way  that  not  only  did  society  at  large  get  as  much  of 
everything  as  it  was  possible  to  get,  but  that  each  person  got 
as  much  as  his  work  produced.  In  other  words  he  got  what 
was  coming  to  him.  Thus  everybody  got  what  he  was  worth 
and  was  worth  what  he  got.  The  state  was  merely  the  umpire 
at  the  game  enforcing  the  rules.  The  final  referee  was  Death 
—  introduced  into  the  picture  by  the  Rev.  T.  R.  Malthus. 

This  is  the  outline  of  thought  first  cast  into  a  definite 
mould  by  Adam  Smith,  and  recast  by  a  hundred  hands  from 
Smith  to  Marshall.  It  is  contained  in  the  familiar  theory  of 
market  and  natural  price  with  the  concomitant  theories  of 
interest  and  wages  and  international  trade.  Any  variations 
of  the  theory  are  mere  expansions  or  modifications  leaving  the 
essential  thought  undisturbed.  The  proposition  that  price 
equals  cost  and  that  cost  equals  wages  plus  interest  stands 
like  the  keystone  of  an  arch,  built  in  many  fashions  but  always 
the  same  contrivance.  Thus  the  “standard  of  comfort  variant” 
as  an  alternative  for  the  logical  starvation  argument  makes 
no  essential  difference  except  to  create  an  infinity  of  scholastic 
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and  purposeless  discussion.  Neither  did  Ricardo’s  elimination 
of  rent  as  a  cost  make  any  real  difference  in  the  sequel.  It 
ought  to  have  opened  the  way  to  a  view  of  monopoly,  and  the 
other  factor,  interest  and  wages,  might  have  followed.  Indeed, 
Walker’s  rent  of  ability  opened  the  way  for  this.  But  in  the 
development  of  theory  the  process  worked  backwards.  Instead 
of  the  other  “costs”  following  rent,  rent  was  dragged  in  as  a 
cost  —  virtually.  The  expansion  of  the  rent  doctrine  ought  to 
have  exploded  the  equation,  ought  to  have  burst  the  top  of  the 
arch  like  the  melting  of  the  frost  in  the  stones,  but  it  didn’t. 
Similarly  such  things  as  Senior’s  abstinence  and  Mill’s  equa¬ 
tion  of  international  trade  made  no  difference.  They  only 
meant  that  Senior  had  an  uneasy  conscience  and  that  Mill  as 
a  servant  of  the  East  India  Company  had  some  notion  of  the 
inordinate  gains  of  maritime  commerce. 

The  truth  was  that  the  whole  equation  was,  if  not  utterly 
false,  at  any  rate  utterly  misleading.  It  was  after  all  only  an 
equation.  It  amounted  only  to  such  statements  as  1  and  1  are  2, 
and  two  pints  make  a  quart.  Each  side  of  it  proved  the  other. 
The  price  of  anything  depended  on  the  wages  paid  to  produce 
it,  and  the  wages  paid  to  produce  anything  depended  on  the 
price  received  for  it.  Cairnes  saw  this  in  an  uneasy  way, 
called  to  his  aid  the  comfortable  doctrine  of  the  “long  run” 
and  fell  asleep  again.  Marx  and  such  saw  and  exposed  the  fal¬ 
lacy  and  threw  away  the  equation;  but  they  threw  too  much. 
As  if  when  the  arch  broke  they  said  good-bye  to  stone. 

In  other  words  the  classical  equation  as  social  justice 
was  always  as  hollow  as  a  soap  bubble.  It  lasted,  not  for  its 
essential  truth,  but  for  its  extraordinary  social  comfort.  If 
everybody  got  what  he  deserved  then  the  rich  might  sleep  in 
peace.  It  is  amazing  that  anybody,  as  the  nineteenth  century 
went  on,  could  really  have  persuaded  himself  that  the  two  shil¬ 
lings  a  day  of  the  laborer  and  the  fifty  pounds  a  day  of  the  so¬ 
licitor  represented  the  relative  effectiveness  of  their  labor; 
logically  one  might  as  well  have  credited  the  successful  burglar 
with  ten  pounds  a  day  as  his  productive  contribution  —  not 
quite  perhaps,  but  almost.  Yet  society  at  large,  or  very  largely, 
did  believe  it.  The  doctrine  is  sunk  deep  in  the  history  of  the 
Victorian  age,  like  footsteps  in  the  stone.  It  is  embedded  in 
our  literature  —  fossils  in  the  rock.  Let  them  who  know  the 
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history  of  our  letters  compare  the  familiar  concept  of  the 
honest  artisan,  compare  Miss  Martineau’s  Illustrations  of 
Political  Economy,1  compare  Mrs.  Marcet’s  Conversations  on 
Political  Economy,2  Rudyard  Kipling’s  poem  on  the  Five-Bob 
Man.  The  fierce  outbursts  of  protest  of  Dickens’  Hard  Times, 
and  Ruskin’s  Unto  this  Last,  do  not  modify  the  essential  truth. 
The  widespread  faith  in  the  economic  doctrine  of  economic 
justice  helped  to  keep  poverty  in  its  place. 

The  only  dissidents  were  the  socialists  and  the  commun¬ 
ists,  the  Marxians,  etc.  And  they  went  too  far.  They  proposed 
to  throw  over  not  only  the  economic  order,  but,  so  to  speak, 
economics  itself,  in  the  person  of  the  “economic  man,”  without 
whom  economics  ends.  There  will  be  no  economic  men  in 
heaven  because  there  will  be  no  economics;  only  unselfish 
angels  could  live  there.  The  economic  man  would  hog  the 
best  seat  and  the  best  harp  and  the  best  crown  and  start  a 
holding  company  to  control  the  utilities.  The  point  here  is  not 
trivial,  not  jocose.  It  is  an  attempt  to  formulate  the  fact  that 
all  forms  of  socialism  are  impossible  because  they  do  not  start 
from  economic  men,  but  from  economic  angels  or  economic 
slaves. 

The  same  economic  theory  —  the  same  classical  equili¬ 
brium  —  was  used  not  only  as  a  proof  of  .social  justice  but 
as  an  operative  system  of  production.  This  means  that  under 
it  supply  and  demand  regulated  themselves;  that  is,  automa¬ 
tically  enough  wheat  and  iron  and  bread  and  books  and  silk 
hats  and  gold  watches  and  clogs  and  patterns  and  overalls  and 
penny  loaves  were  produced  to  supply  the  demand  of  those  who 
demanded  them.  Luckily  the  poor  demanded  very  little.  Here 
then  was  a  marvellous  adjustment  of  production  to  want, 
world-wide,  automatic,  infallible.  The  economist  Bastiat,  writ¬ 
ing  of  his  Economic  Harmonie,  was  like  a  rhapsodist.  The 
same  note  runs  all  through  English  literature,  English  school 
books,  English  thought  for  half  a  century. 

And  there  was  a  great  deal  in  it  —  then,  not  now.  It  was 
true  then  that  to  a  great  extent  individual  effort  working  for 
individual  profit  produced  —  mainly  and  broadly  —  the  kind 


1  London:  1838. 

2  London:  Longmans,  1819. 
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of  things  which  people  wanted  who  had  a  claim  to  want  them. 
The  maladjustments  were  the  exception.  They  were  all  wiped 
out  in  the  “long  run”  —  the  convenient  theoretical  refuge  of 
the  economist. 

In  reality  let  it  be  said  here  the  “long  run”  is  in  my  opinion 
in  nearly  all  cases  an  utter  fallacy.  The  long  run  —  as  they 
would  ,say  in  the  University  of  Dublin  —  has  got  to  be  pretty 
short.  If  it  tries  to  be  long  there  isn’t  time  to  wait  for  it. 
Marshall’s  dull  conception,  the  “representative  firm”  would  go 
bankrupt  and  be  put  out  of  business  waiting  for  this  flat 
elysium  to  come  along.  Gustav  Cassel  thinks  that  in  the  long 
run  foreign  exchange  will  conform  to  “purchasing  power 
parity.”  So  it  would,  perhaps,  except  that  something  else  will 
always  happen  first.  No  such  equilibrium  ever  existed.  Cas- 
sel’s  form  of  thought  would  see  equilibrium  in  a  moving  see¬ 
saw  a  hundred  feet  long:  just  as  Einstein  says  that  parallel 
lines  will  meet  somewhere,  somehow,  if  only  in  the  future. 
All  these  “true-love”  doctrines  of  economics  are  of  no  truth 
and  no  value. 

Hence  all  attempt  to  explain  away  awkward  phenomena 
on  the  ground  that  they  can’t  last  forever  are  only  valid 
provided  that  they  don’t  last  very  long  anyway  and  don’t  do 
any  great  harm  anyway.  Once  they  begin  to  tear  and  convulse 
society  —  as  in  1929  —  then  it  is  no  use  to  ,say  that  they  will 
wear  out.  We  cannot  explain  away  a  bull  in  a  china  shop  by 
saying  that  he’ll  be  pretty  tired  before  he  smashes  all  the  shops 
in  town. 

So  here  enters  the  point  of  the  wedge  that  is  destined 
to  break  asunder  the  classical  co-ordination  of  industry  and  the 
classical  conception  of  social  justice.  The  central  point  of 
thought  lies  in  the  adjustment  of  production  and  consumption. 
According  to  the  classical  theory  and  all  its  variations  from 
Smith  to  Marshall,  these  adjusted  themselves.  Nor  did  any 
of  the  later  controversies  and  discussions  affect  the  matter. 
The  whole  incursion  of  Jevons  and  the  Austrians  and  the  half 
century  of  conflict  over  value  turned  out  to  be  philosophical 
and  scholastic  rather  than  practical.  The  Austrian  conception 
of  value  and  the  Austrian  inversion  of  the  relation  of  value 
costs  ought  to  have  led  straight  to  a  reconsideration  of  social 
justice  and  social  reconstruction.  But  the  theory  got  into  the 
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colleges,  turned  academic  and  harmless  and  drifted  —  as  far 
as  America  and  England  are  concerned  —  into  a  form  of  fourth 
year  calisthenics.  Students  who  study  Smart’s  Introduction 
to  the  Theory  of  Value  have  no  notion  of  where  it  ought  to  lead 
them.  It  is  as  if  people  opened  and  shut  a  sextant  to  exercise 
their  finger  muscles. 

But  the  theory  of  adjustment  and  maladjustment  got 
sidetracked  and  disregarded  in  the  light  of  the  vast  increase 
of  productive  power  and  wealth  in  the  nineteenth  century.  It 
is  true  that  production  and  consumption  never  were  adjusted, 
never  properly.  There  were  gluts,  overstocked  markets,  tem¬ 
porary  crashes  of  local  prices  and  with  increasing  warning  for 
eyes  that  could  see,  crises  of  industry,  alterations  of  good  and 
bad  times.  But  from  all  consideration  of  this  the  typical 
economist  turned  with  impatience.  Overproduction  was,  said 
Mill,  a  local  and  passing  phenomenon  which  corrected  itself. 
General  overproduction  was  a  contradiction  in  terms.  The 
synthesis  seemed  simple.  It  ran  thus:  men’s  wants  (willing¬ 
ness  to  use  and  enjoy  things)  are  practically  limitless.  If  at 
any  time  too  much  of  any  one  thing  is  produced  the  operation 
of  the  falling  price  will  itself  check  production  and  turn  labor 
and  capital  to  other  direction.  Nature  —  or  at  least  the 
“second  nature”  of  economic  system  —  will  cure  itself.  The 
dislocation  will  be  righted. 

In  these  “dislocations”  were  included  the  introduction,  in 
ever  increasing  measure,  of  machinery  and  of  mechanical 
power.  But  the  answer  and  analysis,  wooden  as  a  Chinese 
formula,  was  always  the  same:  machinery  aids  the  total  of 
production:  higher  productive  power  means  higher  power  to 
satisfy  human  wants :  therefore  higher  productive  power  is  a 
good  thing :  any  evil  effects  are  only  temporary  dislocations. 

Only  one  economist,  Sismondi,  had  a  better  vision.  Sis- 
mondi  wore  different  spectacles  from  the  other  economists. 
Adam  Smith  looked  through  his  (Scotch  ones)  and  saw  indus¬ 
try,  honesty,  hard  work,  and  the  division  of  labor  promoting 
the  wealth  of  nations.  Mill  looked  through  the  windows  of 
the  India  office  and  saw  trade,  shipping,  and  an  international 
brotherhood  of  merchants;  his  view  was  slightly  troubled  by 
the  English  working  class  .sitting  in  the  foreground,  so  much 
so  that  later  on  he  forgot  the  background.  But  Sismondi  was 


16 


Canadian  Political  Science  Association 


blessed  with  a  disagreeable  mind,  a  prime  instrument  of 
enquiry.  He  saw  dispossessed  weavers,  hand  workers  working 
far  into  the  night  to  try  to  beat  the  machines,  village  indus¬ 
tries  fighting  to  the  grave,  emigrants  who  wouldn’t  emigrate 
—  in  short  a  dislocated  world.  Sismondi  was  right.  It  is  a 
pity  that  he  was  not  alive  in  1929.  But  it  took  the  world  a 
hundred  years  of  machine  development  before  the  thing  that 
Sismondi  saw,  eclipsed  and  overwhelmed  the  things  that 
Ricardo  and  Mill  and  Walker  and  Cairnes  and  Marshall  saw. 
The  lean  kine  were  destined  to  eat  up  the  fat. 

In  other  words  it  was  possible  a  hundred  years  ago  to 
call  things  “dislocations.”  The  hand-loom  weavers  were  dislo¬ 
cations.  The  post-Waterloo  slump  was  a  dislocation.  The 
Peterloo  massacre  was  nature’s  harvest.  The  English  wheat 
grower  was  dislocated  and  disciplined  by  Minnesota.  The 
village  butcher  was  killed  on  the  altar  of  the  trust.  The  canal 
killed  the  railroad.  The  railroad  killed  the  canal.  The  electric 
train  killed  the  railroad.  Steam  killed  gas,  and  gasoline  killed 
steam.  All  this  was  industrial  progress.  In  other  words  all 
the  crises  and  crashes  of  the  nineteenth  century  and  the  pre¬ 
war  twentieth  century  were  explained  away  as  dislocations  cur¬ 
ing  themselves. 

But  the  explanation  became  presently  as  impossible  as 
all  the  other  long-run  arguments  of  economics.  The  hand- 
loom  weavers,  if  you  like,  were  a  dislocation.  But  not  the 
twenty-five  million  unemployed  of  1933.  The  failure  of  a 
village  shop,  killed  by  the  mail  order,  was  as  pretty  a  little 
phenomena  as  anything  in  Gray’s  Elegy.  But  the  collapse  of 
$700,000,000  —  or  seven  hundred  million  something,  if  only 
seven  hundred  million  expectations,  involved  in  the  Middle 
West  Utilities  collapse  —  that  is  too  much.  It  is  no  use  to 
say  that  if  we  keep  on  having  enough  of  that  sort  it  will  right 
itself  in  the  long  run.  It  won’t.  As  a  matter  of  fact  the  next 
time  would  be  the  last  time. 

In  short  one  must  look  now  to  consider  the  accumulated 
effect  of  the  series  of  progressive  changes  —  the  “advances” 
so  called  —  already  begun  in  Sismondi’s  time  and  multiplied 
in  an  increasing  ratio.  What  was  an  incident  of  the  situation 
has  become  the  essence  of  the  situation.  And  here  I  desire  to 
pay  tribute  to  the  masterly  analysis  recently  made  by  Profes- 
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sor  Dahlberg  of  what  has  happened  up  till  now;  for  what  is 
to  happen  after  now  I  cannot  accept  Professor  Dahlberg’s 
guidance.  I  offer  him  mine.  But  I  think  that  his  analysis  in 
his  recent  book3  is  the  best  picture  yet  given  of  the  present 
crisis.  The  work  of  Sir  Arthur  Salter,  admirable  as  it  is  and 
deserving  of  the  world-wide  acclaim  which  has  greeted  it,  is 
concerned  with  the  incidents  and  the  concomitants  of  the  situ¬ 
ation  than  with  its  fundamental  basis.  In  other  words  Salter, 
like  a  physician,  called  to  the  bedside  thinks  first  of  “Recov¬ 
ery.”  Similarly  the  Socialists  and  Canadian  Co-operatives, 
called  to  a  corpse  are  performing  a  post-mortem.  But  Dahlberg 
is  looking  beyond  recovery  to  permanent  health  —  of  the  same 
patient,  not  of  the  next  one. 

Here  then  is  the  situation.  Machinery  increased  product. 
This  led  to  more  and  more  machinery  and  things  to  make 
machinery  and  things  to  supply  the  things  that  made  machin¬ 
ery.  Thus  grew  up  the  complex  of  physical  apparatus  about  us. 
Si  monumentum  requiris  circumspice.  We  are  in  a  hotel  built 
as  a  production  apparatus  by  which  a  salesman  treating  a 
consumer  may  persuade  him  to  buy  something  which  he  may 
then  persuade  someone  else  to  try  to  sell  to  someone  else.  This 
hotel,  I  am  told,  is  .sometimes  used  for  children’s  parties,  or 
for  the  meeting  of  lovers.  When  it  is  so  used,  that  is  consump¬ 
tion.  But  mainly  this  hotel  is  a  typical  piece  of  production 
apparatus. 

Now  all  this  vast  apparatus  is  owned  by  “economic  men.” 
As  such  they  refuse  to  supply  it  for  nothing.  Hence  the  out¬ 
put  of  goods  resulting  from  it  will  not  be  handed  out  to  meet 
human  wants  in  the  physical  sense,  or  human  desires  in  sense 
of  intensity,  but  only  to  meet  human  ability  to  pay.  All  this 
ground  is  so  familiar  to  economists  that  I  present  it  only  as 
a  familiar  condensation  of  known  fact.  The  power  to  turn  out 
any  particular  kind  of  ordinary  consumption  goods,  hats,  boots, 
and  things  of  necessity,  if  the  world’s  machinery  were  turned 
to  it,  would  bury  all  the  consumers  under  a  pile  of  hats  and 
boots  a  mile  deep.  But  the  ownership  of  things  and  the  right 
to  call  for  things  belongs  to  the  “economic  men.”  They  don’t 
consume  enough.  They  call  for  more  machines  and  still  more 


3  Jobs,  Machines  and  Capitalism  (New  York:  Macmillan  Co.,  1932). 
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—  they  give  that  the  name  of  “investment.”  Analyzed  out  an 
investment  means:  “I,  John  Smith,  demand  that  the  world 
produce  more  machines  and  capital  apparatus  and  register  my 
claim  on  it  as  a  debt.”  All  this  is  familiar  to  readers  of 
Frederick  Soddy  and  Stuart  Chase.  But  it  is  in  Dahlberg’s 
analysis  that  we  find  the  situation  most  clearly  brought  out. 
He  shows  that  the  industrial  system  thus  operating  runs  more 
and  more  to  the  production  of  capital  goods:  but  these  must 
some  day  eventuate  in  consumption  goods  or  their  meaning 
disappears.  But  there  is,  relatively  to  the  whole  mass  of 
economic  life,  less  and  less  demand  for  consumption  goods. 
The  people  who  really  need  things  (physically)  have  not  got 
the  money.  The  people  who  have  the  money  want  to  “invest” 
most  of  it,  that  is,  they  want  to  put  it  into  more  production. 
Hence  the  increasing  emphasis  on  trying  to  get  people  who 
have  money  to  buy  —  in  other  words  that  ghastly  thing  called 
salesmanship  or  the  art  of  overpersuasion.  The  serpent  in  the 
Garden  of  Eden  was  the  first  “salesman.” 

Put  very  simply,  our  power  to  produce  goods  has  out¬ 
stripped  our  power  to  adjust  production  and  use.  Mass 
production,  machinery,  standardization,  the  desire  to  invest 
money  rather  than  to  “blow  it  in,”  has  created  a  situation 
which  of  itself  tends  to  run  to  a  full  stop.  Mr.  Henderson 
saw  this  very  clearly.4  But  he  is  mistaken  in  thinking  that 
the  system  leads  us  to  socialism.  He  forgets  that  skeleton  in 
the  closet,  the  economic  man.  Not  all  the  chains  ever  fash¬ 
ioned  in  Russia  will  make  him  work  if  he  doesn’t  want  to.  He 
will  still  ask  “what  is  there  in  it  for  me.” 

Oddly  enough  if  people  did  “blow  in”  their  money  instead 
of  saving  it,  the  situation  would  be  at  once  relieved.  Unusual 
extravagance  in  consumption  of  goods  would  postpone  disaster 
indefinitely.  But  the  trouble  is  that  those  who  “blew  in”  first 
and  “blew  in”  hardest  would  get  dislocated  in  the  process.  It 
is  like  Curtius  leaping  into  the  earthquake  gulf  at  Rome.  Who 
will  be  our  Curtius? 

The  queer  outbreak  of  last  winter  called  “Technocracy” 
performed  a  wonderful  service  in  calling  the  attention  of  the 


4  Economic  Consequences  of  Power  Production  (London:  Allen  and 
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public  to  facts  already  familiar  to  the  economist.  Whether  or 
not  it  is  possible,  as  Mr.  Howard  Scott  says  it  is,  to  make  a 
razor  blade  that  will  shave  him  for  the  rest  of  his  life,  and  a 
motor  car  that  will  last  till  he  goes  to  the  grave  in  it  and  a  suit 
of  clothes  that  he  can  leave  to  his  grandson,  the  essential  fact 
remains  of  the  triumph  of  production.  The  counter  criticisms 
here  are  wide  of  the  mark.  When  Mr.  Strunsky5  undertakes  to 
show  that  printing  a  modern  newspaper  —  displaces  what  is 
it  —  half  a  million  mediaeval  workers,  the  argument  is  wide 
of  the  mark.  We  have  no  way  of  suddenly  creating  new  insti¬ 
tutions,  new  wants  and  new  mechanism  to  supply  them.  Mr. 
Strunsky’s  argument  merely  means  that  there  are  all  sorts  of 
things  that  our  25,000,000  unemployed  could  do,  if  you  only 
knew  just  what,  and  if  the  people  who  wanted  it  could  pay  for 
it.  That  wants  are  endless  is  a  truism.  I  myself  could  use 
three  hotels  like  this  —  all  to  myself  —  one  as  a  bedroom,  one 
as  a  dining  room,  and  one  as  a  bathroom.  But  at  the  present 
time  production  is  more  endless  than  wants  (valid  wants  with 
money  to  pay  for  them). 

The  technocrat  is  right  on  the  victory  of  production. 
Having  said  which,  he  relapses  into  idiocy  —  talks  of  reckoning 
everything  in  ergs  or  ohms  or  chunks  —  instead  of  money  and 
working  only  two  hours  a  day.  The  question  of  where  we 
work,  how  we  work  and  who  says  so,  and  how  many  ergs 
deserve  a  beefsteak  is  left  unanswered.  But  the  technocrat 
served  well  in  the  role  of  the  old  fairy  coming  out  of  the 
cupboard,  of  Cassandra  giving  warning,  of  the  Mene  Mene 
Tekel  written,  I  understand,  on  the  wall  somewhere,  long  ago. 

This  situation  was  ripened  to  a  climax  in  the  opening 
decade  of  this  century.  It  would  have  precipitated  a  crash. 
But  the  world  was  saved  from  economic  disaster  by  the  Great 
War.  I  try  to  call  the  attention  of  thoughtful  minds  to  that 
phrase,  which  I  take  to  be  absolutely  correct.  The  war  saved 
the  working  class  from  unemployment,  hard  times,  starvation, 
distress;  it  gave  them  instead  danger,  pain,  anxiety,  death, 
bereavement,  and  it  kept  in  store  for  them  economic  disaster 
even  greater  still.  The  war  postponed  and  magnified  the  eco- 


6  Simeon  E.  Strunsky,  “Machines:  The  Threat  Appraised,”  New 
York  Times  (magazine  section),  January  29,  1933. 
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nomic  collapse.  It  made  it  so  great  that  it  must  be  the  last. 
The  world  could  not  stand  a  worse  one.  That  would  end  us. 

All  too  little  attention  has  been  devoted  to  the  economic 
theory  of  war.  The  classicists  dismissed  it  with  impatience 
even  greater  than  that  called  forth  by  overproduction.  They 
had  before  them  the  paradox  of  “war  prosperity”  on  the  out¬ 
break  of  each  great  war.  “War,”  said  the  tradesman,  “makes 
good  times.”  They  had  before  them  the  great  slump  after 
Waterloo.  But  they  refused  to  think.  They  thought  it  all  too 
simple.  War,  said  Mill,  is  destruction,  and  that’s  the  end  of  it. 

But  war  is  much  more  than  destruction.  For  the  time 
being  it  harmonizes  production  and  consumption.  It  creates 
a  fierce  demand  for  all  kind  of  consumption  goods.  It  speeds 
up  the  industrial  machine  to  its  highest  gear  and  still  runs 
ahead  of  it.  For  the  moment  there  is  work  and  high  pay  for 
everybody.  Read  in  Mr.  Masterman’s  England  after  War,6  the 
considered  statement  that  in  1914  to  1918  the  working  class  in 
England  were  better  off,  their  children  better  clothed,  with 
more  pleasures  or  comforts  of  life  than  in  two  centuries  of 
their  history.  Read  it  and  reflect  on  it,  the  pity  of  it.  Read 
it,  my  dear  Sir,  and  then  try  to  call  yourself  an  economist  if 
you  can.  I  fear  we  are  still  in  the  class  of  the  witch-doctors 
and  astrologers  and  of  those  who  were  merely  the  forerunners 
of  the  real  people. 

So  the  war  speeded  up  the  machine  and  broke  it.  The 
crash  was  coming  anyway.  But  it  was  accentuated  by  all 
kinds  of  incidental  things,  not  themselves  causes,  but  acting  as 
aggravations.  Each  one  of  these  had  been  intensified  by  the 
war.  There  was,  first,  exclusive  nationalism.  This  alone 
wouldn’t  make  the  collapse.  A  nation  with  a  ring  fence 
around  it  would  collapse.  A  world  full  of  free  trade  with  no 
barriers  anywhere,  would  collapse.  A  world  of  Cobdens,  or  a 
world  of  Chamberlains  would  collapse  with  equal  certainty. 
Superpower  has  undermined  the  structure. 

So  it  was  too  with  currency  and  exchange.  These  aberra¬ 
tions  are  only  adjuncts,  secondary  things  not  bases.  Currency 
can  be  used  in  the  attempt  to  find  a  temporary  relief,  not  as  a 
permanent  cure  for  depression.  I  have  advocated  elsewhere 
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and,  with  some  publicity,  the  plan  of  devaluating  the  dollar  — 
cutting  down  the  gold  in  it  —  so  as  to  start  a  boom  in  commo¬ 
dity  prices  and  afford  relief.  This  plan  is  now  being  called 
Mr.  Roosevelt’s  Plan  and  Mussolini’s  plan.  It  is  certainly 
going  to  be  adopted  and  then  it  will  be  called  Mr.  Bennett’s 
plan.  But  it  is  my  plan. 

But  all  such  things  as  this  will  merely  seem  to  start  the 
machine  going  again  on  the  .same  old  lines.  Sir  Arthur  Salter 
is  credited  with  the  opinion  that  there  will  be  a  gradual  recov¬ 
ery  from  the  present  depression  followed  by  a  tremendous 
boom  of  prosperity.  Sir  Arthur  is  quite  right  about  it  all, 
except  as  the  “gradual”  idea.  There  will  be  nothing  gradual 
about  it.  Already,  quoted  values  are  like  hounds  straining  at 
the  leash.  Great  masses  of  purchases  are  waiting  to  be  made, 
like  the  logs  accumulated  in  a  log-jam  waiting  to  burst.  When 
it  comes  it  will  come  fast.  Wise  people  will  get  ready.  Buy 
now.  Business  men  are  interested  mainly  in  the  passing  of 
the  depression.  Beyond  that  they  do  not  care  to  look:  the  rest 
is  too  vague:  it  belongs  with  heaven  and  hell:  we  are  not 
there  yet. 

But  economists  think  mainly  of  the  ultimate  analysis. 
Where  does  it  all  end  and  what  can  we  do?  Some  of  our 
analysts  as  already  stated,  argue  like  Mr.  Henderson,  that  the 
situation  leads  to  socialism  —  that  is,  to  a  regime  in  which 
everybody  works  for  a  government  boss,  as  if  all  the  country 
were  absorbed  by  the  Canadian  National  Railways.  All  this 
is  impossible,  utterly  useless,  good  only  for  dreamers,  crooks, 
and  young  people  with  nothing  behind  them  and  a  mist  in 
front  of  them.  Others  talk  of  what  is  vagitely  called  a 
“planned  economy,”  but  there  is  as  yet  no  vestige  of  agreement 
as  to  how  to  plan  it.  Each  person  eagerly  cuts  out  the  social 
elements  which  he  himself  dislikes.  Soddy  wants  to  kill  the 
banks,  and  the  banks  want  to  silence  men  like  Soddy.  Mr. 
Chase  wants  to  kill  the  advertiser.  Colonel  Drew  wants  to  kill 
the  promoter.  We  are  still  nowhere. 

But  it  i.s  possible  at  least  to  get  a  glimpse  of  the  veiled 
future.  Students  of  mathematics,  like  myself  —  that  is, 
students  who  couldn’t  do  mathematics  —  will  recall  a  certain 
method  of  dealing  with  equations  which  one  could  not  solve. 
It  consisted  in  starting  at  the  wrong  end ;  put  down  anything 
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and  everything  that  seemed  equal  to  it  and  then  hook  it  up 
with  the  beginning.  There  was  a  gap  between  but  the  exam¬ 
iner  couldn’t  see  it,  or  perhaps  marvelled  at  the  insight  of  the 
student  who  saw  so  much  “in  one  step.” 

So  with  the  ultimate  solution  of  the  industrial  paradox. 
We  may  ask  what  will  be  some  of  the  obvious  features  of  an 
industrial  society  in  which  the  problem  has  been  solved,  and 
work  backwards  from  that.  It  is  agreed  on  all  sides  that  it 
is  not  necessary  for  mankind  to  work  long  hours  in  order  to 
satisfy  primary  human  wants,  nor  even  in  order  to  satisfy  all 
reasonable  secondary  wants  in  the  way  of  comforts,  pleasures 
and  services;  it  is  clear,  in  a  general  way,  that  the  super¬ 
power  of  our  machinery  (where  it  still  functions  and  doesn’t 
break  down,  or  before  it  breaks  down)  merely  produces  a  vast 
mass  of  “extra  things.”  These  we  could  do  without.  It  is 
obvious  that  shorter  hours,  much  shorter  hours  of  labor  are 
in  the  direct  line  of  future  program.  What  we  are  to  do  with 
the  extra  leisure  thus  given  to  humanity  is  a  problem  that  we 
may  leave  to  Mr.  Delisle  Burns  and  other  writers  already 
occupied  with  it.  For  most  of  us  it  would  be  the  least  of  our 
worries.  We  could  use  it  all. 

This  does  not  mean  that  a  single  plenary  degree  shorten¬ 
ing  hours  could  bring  about  a  short  hour  world.  The  problem 
is  not  so  easy  as  that.  But  every  progressive  shortening,  made 
without  causing  a  snap  or  break  in  the  running  machinery  is 
a  direct  step  in  social  progress.  So  with  higher  wages ;  higher 
wages  means  more  purchasing  power  for  the  consuming  class 
as  opposed  to  the  investing  class.  It  helps  to  break  the 
dilemma.  As  it  is  the  consuming  class  would  like  to  buy  but 
can’t;  the  investing  class  are  able  to  buy  but  won’t.  Every 
lift  of  wages  keeps  things  going.  Higher  wages  and  shorter 
hours  do  not  of  themselves  solve  the  paradox  of  production  and 
consumption.  But  they  postpone  the  difficulty.  Quantitative 
measurement  is  impossible.  But  we  can  easily  see,  in  a  broad 
way,  that  the  world  could  run  on  for  at  least  a  generation  of 
prosperity  such  as  never  yet  seen  on  the  shortening  of  hours 
and  the  raising  of  wages. 

One  further  glimpse  may  be  attempted.  It  seems  evident 
that  in  the  future  the  production  of  great  staple  basic  commo¬ 
dities  —  in  regard  to  the  quantity  produced  —  could  not  be 
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left  to  the  single  economic  man.  His  craft  would  defeat  itself. 
In  trying  to  get  something  he  would  get  nothing.  The  usual 
rule  of  the  value  of  self-interest  would  be  nullified. 

On  the  other  hand,  very  fortunately,  the  progress  of  com¬ 
munication  and  the  information  even  now  gathered  as  produc¬ 
tion  statistics  rendered  these  commodities  computable  and 
measurable  as  never  before.  It  does  not  look  very  difficult  to 
imagine  some  new  forms  of  world  agreements,  and  inside  them 
of  national  regulations,  placing  limits  of  certain  basic  kinds 
of  production.  The  theory  has  been  done  long  ago,  in  the  dark, 
for  diamonds.  It  would  now  be  done  in  the  sunlight  for  other 
things.  The  case  of  wheat  is  obvious  as  in  the  first  rank. 

In  short  it  is  possible  to  imagine  a  world  in  which  the 
economic  man  still  remains  as  economic  as  ever  he  was :  owns 
his  own  house,  and  even  his  own  factory,  cuts  his  own  grass 
and  makes  his  own  will :  does  not  work  for  a  bureau  or  a  boss 
or  a  committee  —  except  with  the  choice,  on  the  side,  of  work¬ 
ing  for  himself  if  he  prefers  it.  In  such  a  case  the  economic 
man  works  under  a  set  of  rules,  but  he  does  not  work  in  an 
iron  cage.  The  principle  of  every  man  for  himself  still  governs 
society. 

If  one  were  to  ask  for  a  few  words  in  summary  of  the 
contents  of  this  paper,  it  would  be  as  follows:  The  economic 
system  of  natural  liberty  as  expounded  from  Adam  Smith  to 
Alfred  Marshall  could  give  social  justice  only  to  a  very  primi¬ 
tive  society  with  unlimited  natural  resources.  In  the  modern 
industrial  world  it  was,  as  social  justice,  mere  nonsense.  It 
helped  to  keep  the  poor  in  their  place  and  to  reconcile  the 
decent  rich  to  being  rich.  The  same  system  as  a  regulator  of 
production  worked  better.  It  did  call  forth  great  quantities 
of  goods  and  continuous  inventions  and  improvements  in  indus¬ 
try.  But  it  involved  crisis  and  crashes.  These  were  tided  over. 
But  they  grew  worse.  The  end  had  to  come.  The  war  accen¬ 
tuated  it.  We  are  now  in  the  last  depression  or  else  in  the 
last  depression  but  one  and  that  one  final. 

An  immediate  but  temporary  remedy  can  be  found  by 
causing  a  rise  in  prices;  this  can  be  done  by  changing  the 
standard  of  gold  currency.  To  this  can  be  added  international 
agreements  for  trade,  exchange  and  investment.  But  these 
are  only  temporary  remedies.  They  are  not  permanent  cures. 
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The  latter,  permanent  remedies,  are  harder  to  seek.  No 
hope  is  findable  in  the  socialist  state.  Men  will  not  work  in  it. 
The  only  thing  absolutely  right  in  the  old  individualism  was 
the  “economic  man.”  Socialism  is  social  slavery.  Commun¬ 
ism  is  a  penitentiary.  What  we  need  is  not  a  new  game  but 
a  new  set  of  rules  —  like  widening  the  wicket  at  cricket  and 
allowing  the  forward  pass  at  football.  The  secret  of  the  future 
lies  in  short  hours,  high  wages,  in  regulation  of  the  production 
of  basic  commodities  and  under  it  and  through  it  all  the  funda¬ 
mental  idea  of  every  man  for  himself. 


ECONOMIC  EQUILIBRIUM  AND  THE  INVESTMENT 

BANKER 


J.  L.  McDOUGALL 

I 

It  is  the  purpose  of  this  paper  to  discuss  the  manner  in 
which  securities  have  been  originated  on  this  continent  since 
the  last  war.  Attention  will  be  given  to  the  question  of 
security  distribution  only  as  it  bears  on  the  work  of  origina¬ 
tion.  No  attention  whatever  will  be  paid  to  the  range  of 
activities  which  have  called  forth  the  various  “blue  sky”  acts 
over  the  past  twenty  years.  It  is  felt  that  the  social  import¬ 
ance  of  faulty  distribution  of  securities  is  less  than  that  of 
improper  practices  in  their  origination  and  that  the  task  of 
protecting  the  small  investor  is  quite  clearly  impossible.  The 
expense  involved  in  selling  to  him  is  more  than  his  means 
can  bear.  One  of  the  strongest  arguments  in  favor  of  a 
national  lottery  loan  is  that  it  would  offer  to  such  people 
adequate  safety  and  that  hope  of  a  “flutter”  which  would 
bring  selling  costs  down  to  manageable  proportions.  As  things 
now  stand,  such  people  are  the  natural  market  for  those 
distributing  the  most  highly  speculative  securities.  The  net 
result  is  that  we  sacrifice  an  unhappily  large  proportion  of 
the  savings  of  those  who  can  least  afford  to  lose  them,  to  the 
dead  shell  of  an  outworn  morality. 

No  apology  is  offered  for  the  choice  of  this  subject.  We 
draw  now  toward  the  end  of  the  fourth  year  of  depression. 
Since  depression  is  essentially  a  matter  of  change  in  the  rate 
of  capital  fixation,  the  investment  banker  whose  work  it  is 
to  provide  funds  for  that  purpose,  must  come  in  for  scrutiny. 

Whoever  attempts  to  fortify  himself  for  that  task  by 
reading  the  opinions  of  others  will  be  surprised  by  the  paucity 
of  the  material  available.  Lehfeldt,  it  is  true,  had  a  very 
acute  article  in  the  Economic  Journal  in  1910  in  which  he 
attempted  to  explain  why  their  profits  should  consistently 
remain  far  in  excess  of  what  would  appear  to  be  a  necessary 


26 


Canadian  Political  Science  Association 


payment  for  the  service  rendered;1  but  it  was  not  until  1929 
that  Messrs.  Willis  and  Bogen  published  their  Investment 
Banking2  which  they  described  in  the  introduction  as  the  first 
full  study  of  the  subject.  Their  chief  interest  was  in  a  de¬ 
scription  of  the  operation  from  the  viewpoint  of  the  operator, 
and,  while  the  social  defects  of  the  mechanism  were  clearly 
recognized,  the  general  tone  of  the  book  may  be  described 
as  favorable. 

The  general  texts  on  economic  theory  seem  either  blandly 
to  ignore  this  function  altogether  or  to  give  a  description  of 
how  it  would  be  performed  in  a  frictionless  vacuum  by  incred¬ 
ibly  high-minded  people  with  a  superlative  capacity  to  foresee 
the  future.  Nor  is  it  only  of  theoretical  works  that  this 
criticism  may  be  urged.  Professor  J.  E.  Kirshman  in  his 
recently  published  second  edition  of  his  book  gives  the  fol¬ 
lowing  definition : 

Investment  Banking. — But  where  many  thousands  located  in 
diverse  parts  of  the  country  or  world  desire  to  engage  their  capital  in 
a  single  enterprise,  it  becomes  necessary  to  have  an  agency  whose  func¬ 
tion  is  to  collect  the  rivulets  of  capital  into  large  streams  which  can 
then  be  turned  in  to  the  given  enterprise.  This  function  investment 
bankers  perform.  Moreover,  they  possess  the  necessary  experience  and 
equipment  to  make  investigation  into  the  soundess  of  an  undertaking. 
Industry  to-day  conforms  to  financial  standards  set  up  by  this  class  of 
men  through  their  superior  advantages.  The  public  is  thus  saved  many 
millions  of  dollars  annually  through  the  selective  services  of  this  class. 
They  perform  a  service  to  the  public  scarcely  realized  or  appreciated 
by  the  investor  oif  to-day.  The  reputation  of  the  investment  banker 
more  than  that  of  any  other  class  of  men  is  dependent  upon  the  sound¬ 
ness  of  his  judgment.  The  name  of  a  reputable  banking  house  carries 
immense  weight  in  the  flotation  of  new  securities.  The  banker’s  services, 
moreover,  do  not  end  with  the  flotation  of  the  new  issue  but  extend 
throughout  the  life  of  the  investment.  The  investor  is  assured  that  if 
in  the  future  an  emergency  should  arise  in  connection  with  a  particular 
issue  the  banker  stands  as  sponsor  for  his  interests.  These  remarks, 
however,  should  not  be  understood  to  involve  any  legal  responsibility, 
for  his  position  is  that  of  moral  sponsor  rather  than  legal  sanction.3 


1  R.  A.  Lehfeldt,  “On  Financiers’  Profits,”  Economic  Journal,  Vol. 
xx  (December,  1910),  pp.  551-60. 

2  H.  P.  Willis  and  J.  I.  Bogen,  Investment  Banking  (New  York: 
Harpers,  1929). 

3  J.  E.  Kirshman,  Principles  of  Investment  (New  York:  McGraw- 
Hill,  1933),  p.  32. 
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II 

Over  against  this  idealized  picture  of  this  function,  what 
facts  must  be  set  ?  The  first  in  importance  is  that  the  banker 
does  not  think  of  himself  as  a  high-minded  servant  of  the 
community  who  directs  social  savings  into  the  most  desirable 
channel.  He  is  a  marketer  of  securities  who  is  faced  with 
a  relatively  unintelligent  and  rapidly  shifting  demand  and 
who  is  looking  for  a  merchandising  profit.  If  the  public 
leans  toward  public  utility  holding  companies  or  fixed  trusts, 
then  the  banker  makes  no  effort  to  fight  the  tide.  It  is  much 
easier  to  meet  the  supposed  need.  It  is  also  more  profitable. 
Two  instances  will  be  given  as  typical. 

The  first  is  that  of  the  now  famous  loans  to  Peru.  The 
essential  facts  are  few  and  clear.  The  originating  houses  had 
their  local  representatives  on  the  spot  who  recommended 
against  having  anything  to  do  with  the  finances  of  the  coun¬ 
try.  Nonetheless  a  $15,000,000  issue  was  taken  because 
foreign  loans  were  selling  well  in  the  United  States.  When 
that  block  went  over  easily  additional  issues  were  taken  and 
sold.  An  eventual  default  was  inevitable.  The  only  effect  of 
the  present  depression  is  to  make  the  resumption  of  payments 
appear  an  impossible  dream. 

But  salesmanship  dies  hard.  When,  after  1929,  the  gen¬ 
eral  public  showed  signs  of  resistance  to  securities  so  created, 
the  fixed  trust  was  revived  to  capitalize  on  the  shaken  faith 
of  investors  in  such  bonds  and  in  their  sponsors.  It  was  the 
perfect  answer  to  the  marketing  problem.  Based  on  listed 
common  stocks,  it  was  argued  that  no  reliance  need  be  placed 
on  the  judgment  of  the  originator.  Any  man  with  a  pencil 
and  the  daily  paper  could  figure  out  the  value  of  his  holdings 
in  an  hour  and  could  encash  them  at  any  time  if  he  so  desired. 
It  was  a  bold  answer  to  this  new  temper  of  the  public.  I 
regret  to  say  that  it  was  not  an  honest  one.  A  great  show 
was  made  with  large  and  impressive  statistical  tables,  charts 
and  graphs  to  show  how  great  the  profit  would  have  been  if 
a  similar  purchase  had  been  made  in  1915  or  in  1920.  The 
argument  was  consciously  fallacious,  and  was  accompanied 
by  unmistakable  and  rank  dishonesty.  Stock  dividends  and 
stock  splits  were  treated  as  regularly  recurring  income  and 
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simple  interest  over  long  periods  was  treated  as  if  it  were 
compounded  in  order  to  increase  the  nominal  rate.  The  same 
spirit  was  shown  in  the  choice  of  securities.  Stocks  of  com¬ 
panies  had  given  unmistakable  signs  that  they  had  passed 
through  their  period  of  growth  and  would  now  either  remain 
stable  or  decline,  were  included  because  “they  had  good  his¬ 
tories.”  It  was  my  privilege  to  examine  most  of  these  flota¬ 
tions  as  they  appeared,  and  if  there  was  one  which  was  not 
a  cold-blooded  attempt  to  exploit  the  muddle-headed  credulity 
of  the  average  man,  I  regret  that  I  failed  to  see  it. 

Of  equivalent  standing  is  the  practice  of  forming  an 
investment  trust  for  the  express  purpose  of  getting  rid  in 
some  fashion  or  other  of  a  frozen  inventory.  This  expedient 
was  quite  common  in  the  years  1928  and  1929.  A  house 
which  had  created  more  bonds  or  stocks  than  it  could  sell  and 
which  found  its  bank  credit  absorbed  by  the  left-overs,  would 
create  an  investment  trust  whose  securities  would  be  taken 
by  the  public  and  whose  funds  would  be  “invested”  in  the 
otherwise  unsaleable  securities.  The  following  summary 
gives  some  indication  of  the  spread  of  this  and  related 
practices : 

Abuses  of  Trusts. — The  suddenness  of  the  development  of  American 
investment  trusts  brought  the  usual  excrescences  of  rapid  growth.  In 
a  report  of  the  attorney-general  of  the  State  of  New  York  to  the  legis¬ 
lature  dated  March  5,  1932,  some  of  the  abuses  of  trusts  were  exposed. 
In  this  report  100  trusts  with  asset  values  of  $1,906,800,000  on  June  30, 
1931,  were  considered  with  reference  to  violations  of  the  Martin  Act. 
The  attorney-general  stated  that  56  of  these  trusts  were  open  to  cri¬ 
ticism  and  19  were  to  be  prosecuted. 

The  most  serious  evil  found  was  “dumping”  of  securities  of  cor¬ 
porations  in  which  the  trust  directors  or  sponsors  had  an  interest  at 
prices  unfair  to  the  trust  security  holders.  In  four  companies  with 
total  securities  of  $279,744,000  as  much  as  $203,059,000  was  dumped. 
A  second  evil  was  the  borrowing  and  loaning  of  funds,  in  some  cases 
as  high  as  sixteen  times  the  capital  stock  and  surplus.  Officers  and 
directors  borrowed  trust  funds  without  much  security.  Corporations 
with  the  same  officers  or  directors  as  the  trusts  also  borrowed  freely.4 

I  have  put  the  blackest  side  first.  There  is,  however,  a 
practice  which  is  not  very  far  removed  from  this  straight- 


4 


Kirshman,  op.  cit.y  p.  564. 
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forward  sacrifice  of  the  investor’s  interest.  I  refer  to  the 
recapitalization  of  going  concerns  in  such  a  fashion  that  the 
investing  public  gets  fixed  interest  or  mildly  participating 
securities  while  the  banker  comes  out  with  a  cash  profit  and 
with  a  lion’s  share  of  the  voting  stock  which,  as  the  risk 
bearing  security  of  the  enterprise,  naturally  carries  with  it 
the  claim  to  residual  profits.  In  most  cases  the  senior  securi¬ 
ties  of  the  new  company  call  for  annual  interest  and  dividend 
payments  equal  to  or  greater  than  all  payments  including 
common  dividends  of  the  old  company.  This  is  spoken  of 
as  a  relatively  brighter  side  of  the  record  because  it  implies 
a  continuing  interest  on  the  part  of  the  banker  in  the  opera¬ 
tion  of  the  enterprise.  The  cash  profit  may  be  substantial, 
but  it  will  in  time  pale  into  insignificance  by  comparison 
with  the  majority  of  the  common  stock  of  a  successful  com¬ 
pany.  In  such  a  case  as  that  of  the  Peruvian  loan,  the  banker 
took  his  cash  profit  and  cleared  out.  In  this  case,  the  banker 
might  be  using  his  trusting  clients  to  pull  chestnuts  out  of 
the  fire  but  he  had,  nevertheless,  good  reasons  for  seeing  that 
they  weren’t  too  badly  burned. 

The  previous  section  ended  with  a  definition  of  the  invest¬ 
ment  banking  function  which  rested  on  a  too  easy  acceptance 
of  the  economic  harmonies.  For  this  one,  I  offer  a  passage 
from  the  pen  of  Benjamin  Baker,  the  outstanding  financial 
editor  of  America,  distinguished  alike  for  his  knowledge  and 
for  his  moderation. 

In  his  message  of  Wednesday,  asking  the  Congress  for  new  statutes 
controlling  the  issue  of  investment  securities,  basing  his  appeal  on  the 
obviously  sound  and  popular  password,  “Let  the  seller  beware,”  the 
President  has  taken  full  advantage  of  a  state  of  resentment  which  is 
practically  country  wide  and  which  will  furnish  probably  irresistible 
support  for  the  passage  by  Congress  of  legislation  which  will  put  the 
issue  of  securities  in  the  United  States  on  practically  the  same  grounds 
as  in  Great  Britain  where  the  famous  “companies  acts”  puts  upon  the 
issuers  of  securities  a  responsibility  for  truthfulness  and  good  judg¬ 
ment  (by  sharp  penal  liability),  such  as  would  have  prevented  in  the 
last  eight  years  the  virtual  swindling  which  has  disgraced  so  many 
American  security  issues.5 


5  The  Annalist  (New  York),  March  31,  1933  (Vol.  41),  p.  459. 
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A  catalogue  of  faults  like  the  above  may  be  interesting,  it 
is  certainly  useless  unless  it  is  accompanied  by  some  explana¬ 
tion,  however  imperfect,  of  how  they  arose,  and  by  sugges¬ 
tions  for  their  correction. 

The  first  question  which  must  be  faced  is  this — what  is 
the  responsibility  of  the  investment  banker  for  the  accentua¬ 
tion  of  the  current  depression?  I  suggest  that,  on  this  count 
at  least,  the  investment  banker  is  clear  of  blame  because  his 
operations  are  completely  dependent  on  commercial  banking 
credit.  No  active  investment  banking  firm  ever  counts  on 
confining  its  activities  to  the  scale  made  possible  by  its  own 
capital.  It  is  consistently  a  borrower.  It  follows  therefore 
that  the  scale  of  its  activities  are  pretty  completely  deter¬ 
mined  by  the  degree  of  ease  with  which  credit  may  be 
obtained.  Furthermore  the  sale  of  securities  in  the  1920’s 
was  enormously  assisted  by  direct  bank  investment  and  by 
loans  to  security  purchasers.6  Finally  I  think  it  must  be 
admitted  that  it  was  the  continued  expansion  of  bank  credit 
on  this  continent  which  was  responsible  for  the  steady  rise 
in  corporation  earnings  which,  in  turn,  was  the  cause  of  the 
burning  desire  of  the  public  securities  of  any  and  every  kind 
and  for  much  of  the  over-valuation  which  marked  the  latter 
part  of  the  boom.  On  that  major  count,  then,  the  investment 
banker  may  deny  responsibility. 

The  recommendations  for  improvement  are  three  in 
number,  and  are  ranked  in  ascending  order  of  practicability. 
The  first  is  that  the  right  to  originate  securities  should  be 
limited.  The  second  is  that  there  should  be  clearer  separation 
between  those  who  originate  and  those  who  distribute  securi¬ 
ties.  The  third  is  that  complete  publicity  should  be  given  to 
all  the  relevant  facts  surrounding  each  issue  of  securities. 

For  the  first  suggestion  I  offer  a  very  hesitating  sponsor¬ 
ship  because  I  am  not  clear  as  to  how  such  a  limitation  could 
be  imposed.  At  the  present  time  whoever  will,  may,  subject 
to  the  criminal  law,  enter  the  field.  The  result  is  that  in 


6  This  argument  applies  more  clearly  to  the  United  States  than  to 
Canada. 
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times  of  prosperity  there  is  considerable  activity  on  the  part 
of  relatively  irresponsible  people.  It  is  admitted  that  a 
limitation  of  the  field  might  add  to  the  already  large  profits 
of  the  successful  and  is  to  be  accomplished  only  with  the  full 
approval  of  responsible  business  opinion.  Each  of  these 
considerations  presents  a  very  serious  argument  against  this 
suggestion.  If  it  is  presented  nonetheless,  it  is  because  it 
seems  impossible  to  demand  responsibility  without  offering 
power  and  security  in  return.  At  the  present  time,  the 
banker  tends  to  buy  and  sell  enterprises  on  the  basis  of  their 
earnings  in  their  best  years.  If  trouble  follows  his  ministra¬ 
tions,  he  tends  to  enter  into  the  reconstruction  only  on  a  basis 
which  allows  him  a  further  handsome  profit.  The  hope  (ad¬ 
mittedly  tenuous)  behind  this  proposal  is  that  if  security  of 
position  is  given,  it  will  induce  a  greater  conservatism  in 
capitalization  and  a  continuing  responsibility  for  the  securi¬ 
ties  issued.  It  is  not  too  much  to  expect  that  part  of  the 
immediate  profit  on  flotation  should  be  set  in  reserve  for  use 
in  case  the  facts  do  not  justify  the  hopes  entertained  at  the 
time  of  issue.  It  is  now  a  pious  hope,  not  the  normal 
expectation  that  it  should  be. 

Second,  it  is  highly  desirable  that  there  should  be  a  much 
clearer  separation  between  those  who  originate  and  those 
who  distribute  securities.  A  degree  of  separation  has  existed 
in  the  past  on  this  continent.  It  is,  indeed,  relatively  recently 
that  the  spread  of  the  integrated  house  has  tended  to  break 
it  down.  The  distinction  still  exists  in  Great  Britain.  It  will, 
I  believe,  be  restored  here  partly  by  increased  public  resist¬ 
ance  to  the  sales  efforts  of  the  integrated  houses,  partly  by 
the  growth  of  distributors  who  ally  themselves  with  the 
investor,  partly  by  the  growth  of  investment  counsel  firms 
which  exist  to  advise  on  a  fee  basis  only. 

The  chief  reason  for  desiring  it  is  to  restore  an  internal 
balance  which  will  act  semi-automatically  to  check  excesses 
as  they  develop,  not,  as  at  present,  long  after  the  evil  has 
been  done.  The  origination  of  securities,  if  done  well,  is  one 
of  the  most  difficult  tasks  in  modern  society.  It  can  never 
be  performed  honestly  or  successfully  if  the  buying  depart¬ 
ment  of  a  banking  business  is  to  be  under  intermittent 
pressure  from  the  selling  department  to  provide  some  kind 
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of  an  issue  “to  keep  the  salesmen  busy.”  The  investment 
banker  is  primarily  responsible  to  the  corporation  which  he 
finances.  When  he  attempts  also  to  enter  into  a  confidential 
relationship  with  the  investor  he  is  in  a  position  which  may 
only  with  the  greatest  difficulty  be  held  with  honor.  When 
he  is  also  a  large  holder  of  the  corporation’s  stock  he  is  in  a 
position  which  only  a  person  whose  moral  sensibilities  were 
blunted  would  enter  at  all. 

Third,  very  little  of  permanent  value  can  be  accomplished 
until  publicity  at  least  to  the  level  of  the  British  Companies 
Act  is  required.  At  the  present  time,  the  usual  descriptive 
circular  is  an  insult  to  the  intelligence.  It  is  designed  to 
dress  up  an  issue  while  concealing  all  the  material  facts.  It 
is  only  by  accident — the  revelations  made  when  litigation 
occurs  over  an  estate7 — or  the  disclosures  made  when  a  com¬ 
pany  which  should  never  have  been  formed  and  whose  securi¬ 
ties  could  never  have  been  sold  if  the  facts  had  been  known, 
is  finally  reorganized  or  wound  up — that  the  real  conditions 
surrounding  the  formation  of  a  company  becomes  known. 
The  statutory  requirement  of  a  fuller  disclosure  at  the  time 
of  issue  would  do  something  by  letting  investors  know  what 
they  were  getting  into.  It  would  do  a  great  deal  more  by 
forcing  the  banker  to  face  the  real  quality  of  the  issue  he  is 
about  to  offer  rather  than  to  let  him  go  ahead  and  hope  to 
“get  away  with  it.”  Most  important  of  all,  it  would  give  to 
the  financial  press  and  to  that  growing  part  of  the  financial 
community  which  is  espousing  the  cause  of  the  investor  the 
information  vitally  necessary  to  a  proper  analysis  of  what  is 
offered.  The  present  unfortunate  position  of  the  press  is  all 
too  clearly  shown  by  Willis  and  Bogen  in  what  must  surely 
rank  high  among  artfully  ingenuous  statements : 

Advertising  efforts  are  now  supplemented  by  newspaper  publicity, 
which  plays  a  Very  important  part  in  helping  the  sale  of  new  security 
issues.  The  newspapers  to-day  depend  for  their  financial  news  largely 
upon  announcements  issued  by  large  corporations  and  financial  houses 
through  advertising  agencies.  Several  such  agencies  have  a  nation-wide 
organization.  They  receive  their  compensation  primarily  from  the  news¬ 
papers  with  which  they  place  the  advertising  of  their  clients,  while  in 


7  See  the  Financial  Post  (Toronto),  January  28,  1933,  p.  11. 
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addition  they  have  a  news  department,  made  up  usually  of  experienced 
journalists,  which  prepares  “hand  outs”  for  the  press.  Under  this  sys¬ 
tem,  the  financial  press  of  America  has  practically  abdicated  in  favor 
of  the  advertising  agency  in  furnishing  news  about  new  security  offer¬ 
ings  to  the  public,  and  many  houses  have  learned  to  make  effective  use 
of  this  situation .8 

Making  adequate  information  available  would  not,  in 
itself,  achieve  a  reformation,  but  it  would  make  it  easy  for 
an  intelligent  editor  to  build  up  a  demand  from  investors 
for  it.  Once  he  has  built  up  a  really  loyal  group  of  readers 
by  such  a  service,  he  is  able  to  meet  the  interested  pressure 
of  the  financial  advertiser  on  even  terms.  Without  that 
information,  the  press  can  do  something  to  protect  the  weak¬ 
est  investors  against  the  workings  of  the  criminal  fringe  of 
security  distributors,  but  it  can  do  little  or  nothing  toward 
furnishing  that  constructive  criticism  of  the  issues  originated 
by  the  most  reputable  houses  which  is  now  so  urgently  needed 
and  which  is  so  much  more  important. 

To  this  point,  the  attitude  of  this  paper  has  been  critical 
and  rightly  so,  in  view  of  the  conditions  which  recent  events 
have  disclosed.  It  would  not,  however,  be  just  or  reasonable 
to  end  on  this  note  without  a  word  of  defence  and  partial 
justification.  First,  the  combination  of  the  lack  of  publicity 
concerning  new  issues  and  the  long  period  of  expanding 
profits  in  the  1920’s  together  induced  a  progressive  relaxation 
of  the  canons  of  sound  business.  Publicity  would  have  re¬ 
tarded  it.  A  business  depression  would,  for  the  time  being 
at  least,  have  ended  it.  Lacking  either  of  these  external 
restraints,  the  absence  of  any  internal  checks  became  the 
dominant  factor.  As  the  movement  gathered  way,  profits  ran 
in  volume  to  those  who  most  recklessly  risked  their  clients’ 
money.  The  conservative  elements  in  the  business  found 
themselves  pushed  to  one  side.  A  form  of  “Gresham’s  law” 
operated  here,  as  it  must  always  operate  when  men  are 
enabled  to  set  privately  the  price  of  the  service  they  render. 
But  to  condemn  the  whole  investment  banking  community 
because  undesirable  elements  in  it  have  recently  gained  an 
unhealthy  dominance,  would  be  neither  fair  nor  wise.  There 


8  Willis  and  Bogen,  op.  cit.,  pp.  436-7.  Italics  are  the  author’s. 
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does  exist  a  strong  conservative  minority  fully  capable  of 
assuming  leadership  under  favoring  circumstances.  If  pub¬ 
licity  is  so  strongly  urged  here,  it  is  because  it  is  regarded  as 
the  strongest  ally  of  the  responsible  banker. 

Second,  so  long  as  the  business  cycle  is  to  have  an  ampli¬ 
tude  of  oscillation  approaching  that  of  the  current  movement, 
how  can  the  banker  be  expected  to  remain  responsible  for 
his  issues?  Even  given  the  best  of  good  will  and  sound 
judgment  on  his  part,  could  he  be  certain  that  even  eighty 
per  cent  of  the  companies  financed  in  1926-28  would  be  out 
of  difficulty  in  1933?  The  moderation  of  the  business  cycle 
may  be  beyond  the  capacity  of  any  national  government 
working  alone,  but  it  remains  the  world’s  most  important 
practical  problem.  Before  we  can  ask  any  business  group  to 
act  with  a  full  consciousness  of  the  longer-term  future,  we 
must  first  give  them  the  hope  of  a  predictable  future  toward 
which  to  work. 


ECONOMIC  THEORY  —  DISCUSSION 


H.  R.  Jackman. — Mr.  Chairman,  perhaps  one  may  assume  that 
when  Mr.  McDougall  states  “that  depression  is  first  and  foremost  a 
matter  of  change  in  the  rate  of  capital  fixation”  that  a  prescription  for 
prosperity  would  be  a  steady  flow  of  capital  both  within  countries  and 
between  capital  importing  and  capital  exporting  countries.  Even  by 
1931,  however,  the  flow  of  international  capital  was  but  a  fraction  of 
what  it  had  been  and  it  is  common  knowledge  that  the  last  two  years 
has  seen  a  virtual  cessation  of  all  foreign  lending.  Domestic  lending 
with  the  possible  exception  of  lending  to  governments,  has  also  become 
almost  a  memory.  How  far  has  the  investment  banker  been  responsible 
for  this  condition?  Mr.  McDougall  while  pointing  out  many  faults  on 
the  part  of  the  investment  banker,  nevertheless  absolves  him  from  blame 
and  points  his  finger  at  the  commercial  banker. 

My  remarks  will  be  confined  to  the  responsibility  of  the  investment 
banker  for  undermining  the  confidence  of  the  investor  and  thus  causing 
an  unevenness  in  the  stream  of  capital  reaching  the  investment  market. 
Some  of  Mr.  McDougall’s  ideas  on  the  conservation  of  savings  are,  I 
think,  capable  of  extension.  In  approaching  the  subject  of  investment 
banking,  it  must  always  be  borne  in  mind  that  that  profession  or  busi¬ 
ness  on  this  continent  and  particularly  in  Canada,  is  still  in  its  relative 
infancy.  As  Mr.  McDougall  has  said,  there  is  almost  a  complete  absence 
of  material  dealing  with  the  investment  banker  and  his  effect  on  our 
economic  society.  This  absence  of  material  is  perhaps  even  more  marked 
because  those  engaged  in  the  business  are  not  primarily  of  the  student 
or  philosophic  type  of  mind,  but  are  satisfied  to  let  each  day  be  sufficient 
unto  itself. 

The  economic  function  of  the  investment  banker  has  been  pointed 
out,  but  I  would  place  even  greater  emphasis  on  the  fact  that  that  func¬ 
tion  is  two-fold;  to  collect  the  rivulets  of  capital  into  large  streams  and 
then  effectively  to  direct  those  streams  into  given  enterprises.  The 
saver  of  capital  is  interested  in  putting  his  capital  to  use  at  the  best  rate 
possible,  and  with  the  most  stringent  terms,  whereas  the  user  of  capital 
seeks  precisely  the  opposite.  Thus  the  investment  banker  is  called  upon 
to  serve  two  diametrically  opposed  interests,  and  perhaps  it  is  no  wonder 
that  he  gives  up  in  despair. 

It  has  been  shown  that  the  opposing  influences  operating  on  the 
investment  banker  have  tended  more  and  more  to  let  the  saver  and  the 
user  of  capital  look  out  for  their  own  interests,  and  for  him  to  become 
primarily  interested  in  the  merchandising  of  securities.  There  are  even 
many  conservatively  run  investment  banking  houses  which  through 
years  of  effort  had  built  up  a  reputation  for  sound  issues,  but  who, 
when  the  public  demanded  more  and  more  securities,  because  of  the 
rising  tide  of  prosperity,  underwrote  and  distributed  issues  which  were 
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no  longer  judged  by/  the  previous  conservative  standards  of  the  house. 
The  demand  for  securities  required  that  new  issues  be  purchased  or 
created. 

There  seemed  to  be  no  end  to  the  success  and  profit  which  might  be 
achieved  by  the  distributor  of  securities.  The  organizations  increased 
their  personnel,  and  the  mounting  overhead  and  high  salaries  were  an 
effective  prod  to  the  underwriting  of  new  issues  at  any  price  so  long  as 
they  could  be  turned  over  to  the  public  at  a  profit.  This  demand  for  new 
securities  resulted  in  one  particularly  disastrous  form  of  financing  and 
that  was  the  purchase  outright  by  investment  bankers  of  a  going  busi¬ 
ness,  recapitalizing  the  same  and  selling  sufficient  bonds  and  preferred 
stock  to  recoup  themselves  for  their  cash  outlay  and  at  least  a  fair 
profit,  and  even  then  leaving  them  with  sufficient  of  the  common  shares 
to  retain  control  of  the  business.  The  investment  banker  regulated  the 
price  which  he  would  pay  in  open  competition  for  a  business  only  by 
the  limit  to  which  he  might  sell  new  securities  on  the  property  and  earn¬ 
ings  once  they  were  his.  In  this  way  the  investment  banker  became  in  a 
sense  the  user  of  capital  while  at  the  same  time  theoretically  directing 
the  savings  of  his  clients.  In  a  new  form,  it  was  the  old  problem  of 
serving  two  masters. 

Truly,  the  investment  banker  became  a  pure  merchandiser.  Many 
of  the  older  school  of  bankers  looked  with  alarm  on  some  of  the  financing 
which  took  place.  For  a  long  time,  however,  it  succeeded  and  even 
many  of  those  who  held  to  their  original  principles  of  conservatism  were 
finally  drawn  into  the  atmosphere  of  the  new  era.  The  younger  men  in 
the  investment  banking  fraternity,  of  whom  there  were  many  in  control¬ 
ling  positions,  said  that  if  they  listened  to  the  old  school  they  would  do 
nothing,  which,  as  compared  with  reaching  out  for  new  business,  is 
precisely  what  they  should  have  done. 

It  is  perhaps  not  fair  to  ask  the  investment  banker  to  be  anything 
but  a  good  merchandiser.  He  gave  the  public  what  it  wanted,  and  dur¬ 
ing  1927  and  1928  what  many  of  the  public  chiefly  wanted  was  to  share 
in  the  great  prosperity  of  the  period,  and  they  were  only  too  glad  to  let 
the  investment  banker  have  the  use  of  their  money  in  the  form  of  an 
investment  trust  or  other  security  which  promised  even  a  little  share  in 
the  increasing  profits.  Such  securities  should  have  been  reserved  only 
for  those  who  had  venturesome  money  the  loss  of  which  would  occasion 
no  human  suffering.  It  is,  of  course,  also  the  case  that  many  speculative 
securities  were  issued  under  the  guise  of  affording  security  of  principal 
and  income,  but  which  had  neither  those  attributes  nor  afforded  the  pos¬ 
sibility  of  making  speculative  profits. 

Is  there  no  help  for  the  investor?  “Yet,”  to  quote  from  the 
Macmillan  Report,  “In  general,  the  individual  investors  can  hardly  be 
supposed  to  have  himself  knowledge  of  much  value  either  as  to  the 
profitable  character  or  the  security  of  what  it  offered  to  him.”  An 
observation  may  throw  light  on  why  sound  guidance  is  not  received. 
There  are  many  savers  who  go  to  constitute  the  small  rivulets  which 
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make  a  single  stream  suitable  for  the  service  of  the  user  of  capital.  It 
is  perhaps  not  an  unfair  analogy  to  say  that  the  small  saver  is  like  the 
unorganized  worker  before  the  days  of  unions  and  that  the  employer 
of  capital  is  not  only  in  person  but  in  bargaining  power  the  same  as  was 
the  employer  of  unorganized  labor.  Any  effective  opposition  which  a 
borrowing  corporation  may  have,  either  at  the  time  the  issue  is  made 
or  during  a  period  of  re-organization  such  as  the  present,  comes  not 
from  the  small  investor  but  from  the  large  institutional  investors.,  such 
as  the  life  insurance  companies  who  offer  some  equality  in  bargaining 
power.  In  Great  Britain  the  bargaining  power  is  equalized  not  only 
through  the  agency  of  the  insurance  companies  but  also  through  the 
long-established  investment  trust  companies. 

It  is  a  matter  of  interest  that  when  an  association  of  British  Invest¬ 
ment  Trusts  was  recently  formed,  it  was  suggested  that  their  central 
committee  should  pass  on  every  new  issue  before  any  of  their  members 
would  participate  in  its  purchase.  The  Investment  Trust  association 
foresaw,  however,  and  perhaps  wisely,  that  to  take  such  a  power  unto 
themselves  would  be  equivalent  to  exercising  the  right  of  veto  on  any 
new  issue,  and  for  that  reason  the  suggestion  was  dropped.  It  would 
appear  that  investment  banking  as  a  present  constituted  performs  inade¬ 
quately  the  two  functions  which  the  economic  system  expects  of  it, 
namely,  that  of  supplying  deserving  users  with  capital,  and  conserving 
the  savings  of  the  people. 

Nevertheless  these  two  functions  of  providing  capital  and  con¬ 
serving  savings  remain  to  be  performed.  Mr.  McDougall  has  stated  that 
a  step  in  the  right  direction  is  the  separation  of  those  bankers  whose 
business  it  is  to  originate  securities  from  those  whose  business  it  is 
to  sell  securities.  This  separation  may  achieve  some  of  the  results  de¬ 
sired,  but  I  am  not  very  hopeful  that  it  in  itself  is  by  any  means  a  major 
solution  of  the  problem.  It  has  this  to  be  said  for  it,  however,  that  it 
might  eliminate  the  selling  of  securities  of  companies  which  have  been 
purchased  by  the  investment  banker,  thereby  forcing  him  to  serve  both 
his  own  interest  and  that  of  his  client.  There  will  of  necessity  always 
be  merchandisers  of  securities,  but  those  who  engage  in  that  business 
should  hold  themselves  out  to  be  merchandisers  only,  and  to  act  as 
brokers  or  commission  men  as  is  the  case  in  Great  Britain,  and  not  as 
principals  as  is  more  often  than  not  the  case  on  this  continent. 

Investment  Trusts,  particularly  those  formed  during  the  new  era, 
have  been  severely  castigated  by  Mr.  McDougall.  One  cannot  take  excep¬ 
tion  to  his  statements,  for  they  are  facts,  but  there  have  also  been  good 
investment  trusts  as  well  as  bad,  and  the  growth  of  that  institution  in 
Great  Britain  over  a  long  period  of  years  demonstrates  the  social  and 
economic  usefulness  of  the  principles  underlying  the  British  investment 
trust  idea. 

We  have  in  Canada,  but  to  a  much  greater  extent  in  the  United 
States,  savings  banks  which  play  a  great  factor  in  the  financial  world. 
The  counterpart  in  Canada  is  the  loan  and  trust  company  which  accepts 
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deposits.  These  savings  banks  and  trust  companies  accept  the  savings 
of  the  people  and  in  turn  invest  them  under  strict  government  regula¬ 
tion  in  either  first  mortgages  or  high-grade  government  or  corporation 
bonds.  Their  success,  even  under  the  trying  circumstances  of  the  last 
four  years,  has  been  noteworthy.  In  the  operation  of  the  savings  bank, 
a  depositor  receives,  let  us  say,  4  or  5  per  cent  and  the  mortgages  or 
bonds  purchased  by  the  bank  yield  5  or  6  per  cent,  so  that  there  is 
approximately  one  per  cent  spread  between  what  the  bank  receives  and 
what  the  depositor  gets.  That  is  a  fair  wage  for  the  service  rendered. 

Immediately  the  small  investor  reaches  out  for  a  higher  yield  than 
bank  interest,  he  is  confronted  with  the  problem  of  selecting  his  own 
securities,  and  if  he  is  not  content  with  the  income  to  be  received  from 
government  bonds,  then  he  must  go  into  the  corporation  field  where  the 
element  of  risk  is  much  greater.  There  is  no  well-developed  institution 
on  this  continent  to  stand  between  him  and  the  higher  yield  type  of 
security.  It  would  seem  that  if  an  institution  were  needed  to  interpose 
istelf  between  the  investor  and  first  mortgages  and  government  bonds, 
then  there  should  be  a  much  stronger  reason  why  an  institution  should 
interpose  itself  between  the  investor  and  corporation  securities.  It  is 
here  that  the  investment  trust,  or  if  we  do  not,  for  the  time  being,  care 
for  that  name,  it  is  here  an  investing  institution  is  required  to  perform 
the  function  of  a  conservator  of  savings.  “That  you  cannot  prevent  a 
fool  from  his  folly  is  no  reason  why  you  should  not  give  a  prudent  man 
guidance.” 

Mr.  McDougall  has  also  suggested  that  investment  counsel  who  are 
trained  in  the  management  and  handling  of  securities  in  a  way  not 
dissimilar  to  that  of  an  estates  department  of  a  trust  company  would 
do  much  toward  the  conservation  of  savings.  The  investment  counsel 
idea  has  met  with  some  success  in  the  United  States.  There  would 
appear  to  be  no  reason  in  logic  why  it  should  not  develop.  It  is  doubtful 
if  the  idea  is  as  likely  to  succeed  as  is  that  of  the  investment  trust. 
Even  the  investment  trust  idea  may  never  reach  great  proportions  be¬ 
cause  of  the  lack  of  sufficient  economic  urge,  namely  profits  for  the 
financial  entrepreneur  to  undertake  its  development. 

As  compared  with  agriculture  and  even  industry,  trading  and  par¬ 
ticularly  financial  operations  have  afforded  the  opportunity  of  greater 
profits.  By  its  very  nature,  finance  has  attracted  an  aggressive  and 
acquisitive  type  of  mind,  which  as  a  rule  is  not  content  with  just  a  fair 
recompense  for  its  services,  unless  of  course  it  is  allowed  to  set  its  own 
valuation  on  those  services.  The  management  of  the  people’s  savings 
should  be  in  the  hands  of  those  who  are  interested  more  in  a  fair  salary 
than  in  the  possibility  of  making  a  large  fortune  out  of  the  dexterous 
use  of  other  people’s  money.  That  is  perhaps  the  rock  on  which  most 
of  the  1928  and  1929  investment  trusts  foundered.  There  the  manage¬ 
ment  looked  primarily  for  its  reward  in  either  stock  options,  warrants 
or  percentages  of  profits  which  should  have  been  adequate  warning  to 
investors  that  their  funds  would  be  used  for  speculative  purposes.  As 
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I  have  already  said,  however,  that  was  the  desire  of  most  of  the  invest¬ 
ors.  Even  for  a  very  small  share  of  the  profits,  the  investor  was  willing 
to  put  up  all  of  the  capital. 

No  matter  how  well  designed  a  system  may  be  which  aims  at  sup¬ 
plying  industry  with  capital  and  conserving  savings,  there  is  always 
the  fraility  of  human  judgment.  To  allow  to  a  relatively  few  houses 
the  monopoly  of  originating  securities  has  in  it  the  elements  of  great 
danger.  That  is  not  to  say,  however,  that  the  proper  personnel  engaged 
in  the  business  of  the  origination  of  securities  would  not,  with  freedom 
from  competition,  be  able  to  prevent  a  healthy  industry  from  suffering 
from  over  exploitation.  Under  the  present  system  the  distributor  must 
take  his  share  of  all  offerings  made  by  an  originator  on  whose  list  he  is. 
If  he  does  not  take  the  bad  with  the  good  his  name  is  omitted.  No  such 
pressure  could  be  exerted  on  institutional  buyers. 

I  cannot  agree  that  the  investment  bankers  are  not  in  part  respon¬ 
sible  for  the  accentuation  of  the  current  depression.  It  is  true  that  the 
investment  bankers  are  dependent  on  commercial  credit,  but  they  failed 
to  give  leadership  and  to  exercise  what  brakes  were  in  their  power  to 
apply.  It  was  common  practice  in  1928  and  1929  to  issue  securities  on 
the  basis,  not  of  the  earnings  of  those  peak  years,  but  to  draw  a  line 
through  the  increasing  earnings  of  the  prosperous  period  of  1921-1928, 
which  statisticians  call  the  secular  trend,  and  project  that  line  to  a  point 
which  would  measure  the  supposed  earnings  of  1931-32,  and  to  sell  securi¬ 
ties  on  that  basis.  It  was  common  practice  to  say  that,  while  earnings 
would  scarcely  cover  interest  and  preferred  dividend  requirements  in 
1928,  earnings  in  1931-1932  would  enable  the  investors  to  show  a  profit. 
The  investment  banker  cannot  deny  responsibility  because  the  investor 
looked  to  him  for  leadership  and  found  it  lacking,  and,  furthermore, 
many  investors  who  were  content  with  security  and  who  did  not  desire 
speculative  profits  were  misdirected  into  securities  highly  unsuitable 
for  their  investment  needs. 

The  third  point  which  Mr.  McDougall  made  for  righting  the  invest¬ 
ment  banking  field  was  adequate  publicity.  The  British  Companies  Act 
has  long  been  in  advance  of  anything  demanded  of  security  issuers  in 
this  country.  The  United  States  in  its  very  thorough-going  way  have 
brought  down  a  bill  which  is  far-reaching  in  its  effects,  both  as  to  pub¬ 
licity  and  as  to  saddling  responsibility  on  the  bankers.  One  of  the  chief 
items  in  the  information  demanded  is  the  amount  of  profit  which  the 
bankers  make.  The  possibilities  of  profit  in  the  financial  business  have 
always  been  extraordinary,  and  therein  lies  much  of  the  trouble. 

Whether  or  not  the  blame  for  the  failure  of  so  many  issues  and  the 
resulting  lack  of  confidence  on  the  part  of  the  investing  public  is  attribut¬ 
able  to  the  investment  banker,  certainly  the  effect  of  the  loss  of  confi¬ 
dence  in  our  financial  structure  has  greatly  accentuated  the  depression. 
Even  if  it  is  not  essential  in  a  highly  organized  economic  society  that 
a  constant  flow  of  capital  be  maintained,  it  is  at  least  necessary  that 
the  stream  of  capital  be  not  over-flowing  at  one  time  and  barren  at  an- 
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other  time.  We  have  recently  seen  a  period  of  plenty,  and  we  may  hope 
that  we  are  now  emerging  from  a  period  of  scarcity.  The  effect  of  these 
abrupt  changes  in  the  flow  of  capital,  in  which  the  investment  banker 
has,  I  believe,  played  a  great  and  unpraiseworthy  part,  I  shall  leave  to 
the  next  speaker. 

Irene  M.  Biss. — Mr.  McDougall  and  Mr.  Jackman  have  discussed 
the  practices  of  investment  banks,  their  effect  upon  the  investor,  and 
possible  remedies.  My  particular  concern  is  with  their  effects  upon 
society  at  large:  upon  the  working  of  our  economic  machine.  There  are 
two  types  of  economic  equilibrium  with  which  the  investment  banker  is 
concerned,  namely,  marginal  equilibrium  in  the  distribution  of  capital 
resources  as  between  different  possible  uses,  and  secondly,  the  steady 
functioning  of  economic  processes,  with  a  smooth  adjustment  of  produc¬ 
tion  and  consumption. 

It  is  clear  that  the  seven  million  or  so  individual  investors  on  this 
continent  lack  the  enlightenment  and  prudence  necessary  to  direct  the 
savings  of  the  community  into  the  appropriate  channels.  The  investment 
banker  is  taking  over  the  responsibility  from  him.  Does  the  banker 
succeed  any  better?  His  criterion  in  selecting  which  enterprises  he  will 
sponsor  is  the  degree  of  saleability  of  their  securities,  and,  too  often, 
the  possibility  of  making  a  quick  promoters’  profit.  He  is  tempted,  and 
as  Mr.  McDougall’s  paper  has  shown,  succumbs  to  the  temptation  to 
respond  to  public  gullibility  and  public  demand  for  particular  types  of 
issue  regardless  of  their  soundness  and  long-run  earning  power.  The 
result  is  an  over  issue  in  certain  lines  which  may  be  fashionable  (for 
instance,  radio  in  1924),  and  an  undue  deveopment  of  some  industries. 
In  other  cases,  his  activities  turn  the  flow  of  social  capital  into  such  arid 
channels  as  the  fantastic  foreign  loans  discussed  by  Sir  Arthur  Salter  in 
Recovery:  The  Second  Effort. 

Perhaps  we  can  afford  such  wastes  of  our  productive  resources  in 
an  era  of  power  production  and  plenty,  but  misdirection  of  capital  funds 
has  other  even  more  serious  consequences  in  disturbing  the  precarious 
equilibrium  of  business  activity.  The  operations  of  investment  banks 
are  not,  of  course,  the  only  nor  even  the  main  cause  of  depression,  but 
I  cannot  agree  with  Mr.  McDougall’s  conclusion  that  they  must  be 
absolved  of  all  blame.  His  analysis  suggests  that  they  may  be  an  im¬ 
portant  contributory  factor  in  business  collapse  and  in  the  continuance 
of  depression. 

Mr.  McDougall  dismissed  the  suggestion  of  the  investment  banks’ 
responsibility  on  the  grounds  that  their  operations  are  limited  by  the 
credit  policy  of  the  commercial  banks.  But  apart  even  from  the  fact 
that  the  two  sets  of  institutions  are  directed  by  the  same  people,  the  in¬ 
vestment  banks  surely  play  their  part  in  the  credit  cycle.  On  this  conti¬ 
nent,  bank  loans  depend  to  a  large  extent  on  available  collateral.  Insti¬ 
tutions  which  originate  securities  supply  this  and  thus  contribute  to 
the  expansion  of  credit.  When  an  issue  proves  to  be  unsound  and  its 
market  value  collapses,  the  loans  based  upon  it  must  shrink,  and  credit 
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contraction  such  as  the  United  States  has  experienced  follows.  The 
issuing  houses,  says  Mr.  McDougall,  can  only  carry  on  their  business  to 
the  extent  that  the  commercial  banks  provide  them  with  credit.  It  is 
thus  the  banks  that  are  responsible.  Surely  this  is  as  true  of  any  busi¬ 
ness.  The  loans  of  the  commercial  banks  depend  on  the  demands  of  their 
customers  who  must  assume  some  responsibility  for  their  decision  to 
borrow  in  order  to  expand  their  operations.  If  investment  bankers,  find¬ 
ing  that  by  high  prsesure  salesmanship  they  can  induce  the  public  to 
invest  extravagantly  during  a  boom,  borrow  heavily  from  the  banks  in 
order  to  finance  flotations,  and  induce  their  customers  to  do  the  same 
thing  in  order  to  buy  securities,  they  stimulate  the  expansion  of  credit. 
Equally  in  depression  when  they  make  no  important  issues  and  restrict 
bank  borrowing  even  at  low  interest  rates,  they  hurry  the  contraction 
of  credit.  But  again,  Mr.  McDougall  suggests  that  their  power  to 
aunch  new  projects  depends  on  the  rate  of  corporation  earnings,  which 
depend,  in  turn,  on  bank  credit  expansion.  It  is  not  so  much  earnings 
as  estimates  of  expected  earnings  that  determine  the  interest  of  the 
public  in  investment,  and  the  somewhat  enthusiastic  salesmanship  of 
sceurity  wholesalers  did  little  if  anything  to  check  the  exaggerated 
optimism  of  the  boom  period.  The  realization  of  heavy  losses  in  lieu 
of  the  promised  fortunes  swings  the  public  from  a  mood  of  foolish  op¬ 
timism  to  one  of  hysterical  caution  in  which  investment  dwindles  and 
dies. 

The  part  played  by  the  investment  banker  in  the  alternation  of  pub¬ 
lic  optimism  and  pessimism  is  perhaps  his  most  disastrous  contribution. 
Mr.  Keynes  has  made  it  clear  that  the  consequence  of  the  rate  of  invest¬ 
ment  lagging  behind  the  rate  of  public  saving  is  falling  prices  and  de¬ 
pression.  The  comparative  rates  of  saving  and  investment  depend  pri¬ 
marily  on  the  condition  of  public  confidence.  In  boom  periods,  the  in¬ 
vestment  banker  contributes  to  the  bullish  atmosphere  by  the  issue  of 
sometimes  fanciful  literature  relating  to  the  securities  he  is  selling,  and 
by  his  rosy  estimates  of  future  possibilities.  His  high  pressure  salesmen 
certainly  do  nothing  to  restrain  the  outburst  of  semi-speculative  invest¬ 
ment.  This  might  not  matter  if  it  were  not  for  the  fact  that  the  char¬ 
acter  of  many  of  the  issues  almost  inevitably  leads  to  a  collapse  in  their 
value,  quite  apart  from  the  general  recession  in  security  values  that  de¬ 
pression  brings.  The  over-expansion  of  some  types  of  business  such  as 
pulp  and  paper;  the  over-capitalization  of  many  concerns  on  the  basis 
of  such  hopeful  forecasts  of  future  earnings  as  were  made  in  the  case 
of  the  Eastern  Dairies  Ltd.,  in  1926  ;i  the  sale  of  unsound,  if  not  actually 
fraudulent  issues,  such  as  that  of  the  securities  of  Burns  &  Co.,  result 
inevitably  in  ultimate  passing  of  dividends  and  defaulting  of  interest 
payments  on  bonds.  When  this  happens,  of  course,  the  value  of  the  se- 


1  See  M.  F.  Sprott,  The  Relations  Between  Canadian  Finance  and 
Industry  (Toronto:  University  of  Toronto  undergraduate  thesis,  1933), 
for  a  discussion  of  prospectus  published  by  Nesbitt,  Thomson  and  Co. 
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curities  concerned  falls  sharply.  Public  confidence  is  shaken,  and  the 
panic  spreads  to  other  perhaps  perfectly  sound  securities.  Confidence  is 
shattered  and  the  stream  of  investment  is  checked.  The  public  hoards 
or  puts  its  savings  into  banks,  which  are  also  in  a  cautious  frame  of 
mind,  and  find  difficulty  in  securing  borrowers  and  reasonable  collateral. 
The  practice  of  an  originating  syndicate  in  maintaining  prices  artifically 
until  the  issue  is  sold  out,  may  intensify  the  collapse  when  it  finally 
comes. 

In  so  far  as  the  reorganization  of  companies  by  investment  banks, 
of  which  we  have  been  told,  create  an  inflexible  capital  structure  with 
bonds  preponderating,  as  in  the  case  of  the  pulp  and  paper  industry,2  the 
difficulty  of  adjustment  to  depression  conditions  becomes  greater  and  the 
slump  is  prolonged. 

Professor  Leacock  has  mentioned  the  dangers  of  under-consumption. 
There  is  still  a  division  of  opinion  on  this  matter  between  such  authori¬ 
ties  as  Hobson  and  Keynes.  It  may  be  as  the  latter  suggests  that  so 
long  as  investment  keeps  pace  with  saving  all  is  well  and  there  is  no 
danger  of  depression.  But  if  Hobson  is  right  and  investment  does  pro¬ 
ceed  too  fast  for  consumption  and  precipitates  depression,  then  here  too 
the  investment  banker  must  assume  responsibility  since  it  is  widely 
recognized  that  his  sales  efforts  stimulate  the  rate  of  investment  in  boom 
periods. 

There  is  no  time  to  discuss  in  detail  the  remedies  suggested  to-day  for 
abuses  and  failures  in  this  field.  We  can  place  no  reliance  on  the  short¬ 
sighted,  brief-memoried,  grasping  investor.  Restriction  of  issue  to  re¬ 
sponsible  agencies  is  admittedly  difficult.  Development  along  the  lines 
of  non-profit  seeking  investment  institutions  such  as  Mr.  Jackman  sug¬ 
gests,  or  some  controlling  committee  such  as  Sir  Arthur  Salter  proposes 
for  international  investment,  perhaps  offer  greater  prospects  of  success. 
Mr.  McDougall’s  proposal  that  the  originators  of  securities  should  be 
separated  from  their  distributors  seems  to  epitomize  the  difficulties  in¬ 
volved  in  all  these  suggestions.  Even  though  such  separation  were 
effected,  the  interest  of  the  originating  house  would  still  be  in  the  sale- 
ability  of  the  securities,  and  the  possibilities  of  quick  profit  as  a  result 
of  the  manipulation  of  financial  values.  In  this  case,  the  automatic  con¬ 
trol  of  two  groups  of  intelligent  economic  men  bargaining  against  each 
other  obviously  fails  to  direct  private  profit  making  to  the  general  social 
good.  Salesmanship,  we  have  been  told  to-day,  dies  hard.  So  long  as 
the  matter  of  control  of  investment  is  left  to  the  free  or  even  regulated 
play  of  the  self-interest  of  economic  men  (in  Professor  Leacock’s  sense), 
it  seems  to  me,  that  we  shall  not  succeed  in  killing  it.  Perhaps  the  solu¬ 
tion  lies  in  a  disinterested  planning  and  disinterested  control. 


Op.  cit.,  p.  16. 
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THE  COMMERCIAL  CLASS  IN  CANADIAN  POLITICS, 

1792-1840. 

D.  G.  CREIGHTON 

I 

There  were  two  occupations  of  Canada  at  the  conquest, 
the  military  and  the  commercial.  And  this  dual  occupation 
sums  up  much  of  the  history  of  the  past  and  suggests  the 
development  of  the  future.  The  long  struggle  on  the  North 
American  continent  had  not  only  been  a  war  between  two 
great  European  powers,  France  and  England;  it  had  also 
been  a  conflict  between  two  purely  American  societies — the 
society  of  the  St.  Lawrence  and  that  of  the  Atlantic  seaboard ; 
and  the  significance  of  the  conquest  lies  less  perhaps  in  the 
fact  that  it  extended  British  imperial  control  over  the  old 
Province  of  Canada  as  it  does  in  the  fact  that  it  made  possible 
the  conjunction  of  these  two  dissimilar  colonial  societies 
within  the  confines  of  a  single  state.  British  control  might 
mean  either  arrogance  and  ineptitude  or  impartiality  and 
wisdom.  But  the  great  issues  in  Canada,  as  in  all  America, 
were  not  to  be  decided  by  imperialistic  virtues  and  vices ;  they 
were  to  be  decided  by  American  capacities  and  by  the 
promptings  of  the  American  spirit. 

And  this  American  spirit  was,  fundamentally,  material¬ 
istic.  It  was  the  response  of  a  middle  class  population  in  a 
commercially-minded  age  to  the  apparently  unbounded  possi¬ 
bilities  of  an  unworked  continent.  On  the  Atlantic  seaboard, 
this  spirit  was,  perhaps,  best  typified  by  Massachusetts, 
where  the  New  Englanders  were  creating  a  commercial 
prosperity  with  that  ingenious  efficiency  which,  in  the 
seventeenth  century,  had  been  devoted  to  the  establishment 
of  a  Puritan  paradise.  It  was  this  energy  and  commercial 
aggressiveness  which  the  “miserable  sutlers  and  traders” 
brought  to  Quebec  and  Montreal.  They  came  to  the  newly- 
conquered  province  with  the  single,  simple,  and  essentially 
American  objective  of  making  money  by  trade.  And  they  were 
to  be  an  incalculably  disturbing  force,  not,  in  the  main,  be- 
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cause  they  were  English-speaking  Protestants,  but  because 
they  were  the  pure,  distilled  spirit  of  British  American 
commercialism  dropped  into  the  tepid  colonial  society  of  the 
St.  Lawrence.  i 

The  most  important  products  of  the  New  World  were  its 
new  men.  The  French,  like  the  Spaniards,  Dutch,  British, 
and  Germans,  crossed  the  Atlantic  Ocean  as  Europeans;  but 
they  and  their  descendants  remained  in  the  new  continent  as 
Americans.  It  is  impossible,  in  comparing  the  society  of  the 
St.  Lawrence  with  that  of  New  England,  to  insist  exclusively 
upon  such  old-world  factors  as  race,  language  or  religion.  The 
French  Canadians  were  also  distinguished  from  their  southern 
neighbors  by  the  peculiar  responses  of  their  spirit  and  by  the 
characteristic  adjustments  of  their  social  heritage,  to  the 
promises  and  demands  of  a  vast  and  empty  continent.  The 
population — a  scant  sixty-five  thousand — huddled  together 
comfortingly  along  the  lower  reaches  of  the  river.  The  inward 
pull  of  church,  family  and  seigniory  was  enormous.  The 
little  colony  peopled  itself  slowly  without  expanding  and  the 
earthy  solid  frontier  of  New  England  and  Virginia  was  re¬ 
placed  here  by  the  vast  unsubstantial  empire  of  the  fur  trade. 
In  that  trade  the  courage  and  resource  of  the  French  Cana¬ 
dians  had  been  lavishly  expended.  Their  use  of  the  St. 
Lawrence  river  system,  their  transportation  units,  their  com¬ 
mercial  technique  and  their  cultural  borrowings  from  the 
Indians,  were  all  distinctive  features  of  their  colonial  civiliza¬ 
tion.1  So  was  their  economic  dependence  on  the  fur  trade; 
for  efforts  at  more  extended  and  diversified  commercial 
enterprises  had  been  unsuccessful.  And  back  in  the  seignio¬ 
ries  between  Quebec  and  Montreal,  the  habitant,  ruled  by  an 
old-world  system  of  tenure,  sale  and  inheritance,  toiled  tran¬ 
quilly  away  at  his  subsistence  farming.  It  was  a  curious 
little  society,  stolid,  comfortable  and  unaspiring;  and  to  the 
commercial  seaboard  and  the  land  frontier  of  British  America 
it  appeared — in  all  its  aspects — alien  and  almost  incompre¬ 
hensible. 


1  H.  A.  Innis,  The  Fur  Trade  in  Canada  (New  Haven:  Yale  Univer¬ 
sity  Press,  1930),  pp.  170-171,  p.  393;  H.  A.  Innis,  Problems  of  Staple 
Production  in  Canada  (Toronto:  Ryerson  Press,  1933),  p.  3. 
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The  initial  results,  however,  of  the  introduction  of 
American  commercialism  into  the  culture  of  the  St.  Lawrence 
valley,  were  naturally,  but  somewhat  deceptively,  limited. 
The  conquest,  it  is  true,  brought  not  merely  an  administra¬ 
tive,  but  also  a  commercial  decapitation.  And  this  gradual 
but  inevitable  concentration  of  commercial  leadership  in  the 
hands  of  the  British  traders  accentuated  the  basically  peasant 
and  professional  character  of  French  Canadian  society.  This 
presaged  darkly  for  the  future ;  but  at  the  moment  it  meant 
little,  for  the  merchants,  from  motives  of  self-interest  as 
strong  as  those  of  the  government,  were  determined  to  main¬ 
tain  the  bases  of  the  St.  Lawrence  system.  Just  as  Carleton 
attempted  to  erect  an  aggressive  political  structure  upon  the 
foundation  of  French  Canadian  institutions,  so  the  merchants 
built  up  a  competitive  commercial  structure  upon  the  basis 
of  French  Canadian  organization  and  technique.2  So  long 
as  the  fur  trade  dominated  the  horizon,  so  long  as  the  large- 
scale  immigration  forecasted  in  the  Proclamation  of  1763 
failed  to  materialize,  the  merchants  could  afford  to  be  largely 
indifferent  to  other  aspects  of  the  St.  Lawrence  culture.  They 
spoke  French,  intermarried  with  the  French  Canadians  with 
a  readiness  which  has  surprised  later  generations,  and  ac¬ 
quired  seigniories,  tacitly  accepting  a  land  system  alien  to 
their  own. 

In  consequence,  the  political  action  of  these  merchants, 
though  outwardly  persistent  and  occasionally  offensive,  lacks, 
during  this  period,  a  really  revolutionary  core.  Their  cam¬ 
paign  was  directed  against  the  military  and  conciliar  British 
administration  in  Quebec  as  much  as  it  was  against  the 
colonial  society  of  the  St.  Lawrence;  but  in  neither  case  was  it 
a  massed  and  determined  attack.  Their  profound  but  narrow 
commercial  interests,  their  concentration  in  the  old  French 
staple  fur,  kept  the  merchants  dependent  upon  the  native 
French  Canadian  economic  system,  just  as  it  kept  them  loyal 
to  the  British  connection.  Shut  out  from  the  Council,  despise 
by  the  lordly  potentates  of  the  mess-room  and  the  battlefield 
whom  Great  Britain  sent  out  to  govern  Quebec,  the  merchants, 
to  be  sure,  organized  their  own  political  machine.  Petitions, 


2Innis,  The  Fur  Trade  in  Canada,  p.  180,  p.  265 
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agents  such  as  Fowler  Walker,  Maseres,  and  Lymburner, 
and  the  political  co-operation  of  the  English  merchants  were 
the  main  instruments  in  their  employ.  But  they  employed 
them  only  where  their  interests  as  traders  and  consequently 
as  the  purest  type  of  civilians  were  really  involved.  Their 
attempt  to  influence  western  policy,  their  campaign  against 
French  commercial  law,  their  quarrels  with  military  gover¬ 
nors  and  their  adroit  opposition  to  conciliar  taxation,  are  all 
examples,  so  it  seems  to  me,  in  their  persistent  campaign 
for  an  Assembly.  Not  unnaturally,  they  wished  to  make 
Quebec  safe  for  civilians  and  commercialism.  It  was  their 
belief  that  they  would  find  in  the  Assembly  the  independence 
and  progress  which  the  middle-class  and  commercially  minded 
New  Englanders  had  found  in  the  Charters.  Obviously  they 
hoped  to  use  the  Assembly  as  a  taxation  engine,  just  as  they 
attempted  later  to  employ  it  as  a  credit  instrument.3  And  it 
was  characteristic  of  the  French  that  this  was  one  of  the  fea¬ 
tures  of  the  scheme  v/hich  aroused  their  bitter  opposition.4  The 
merchants  did  not  campaign  as  Protestants;  they  had  aban¬ 
doned,  among  the  earliest,  all  serious  thought  of  religious 
tests.  It  was  a  straight  conflict  between  an  aggressive  mer¬ 
cantile  body  and  a  dormant  peasantry.  And  it  was,  very 
significantly,  the  first  really  serious  rift  in  a  concord  which 
had  been  solidly  based  upon  the  commercial  interests  of  the 
merchants,  their  acceptance  of  the  economic  system  of  the 
St.  Lawrence  and  the  consequent  contentment  of  the  French. 

II 

The  period  from  1783  to  1821  witnessed  the  first  great 
economic  revolution  in  Canada.  It  opened,  on  the  morrow  of 
the  Peace  of  Paris,  with  the  appearance  of  the  Loyalists  on 
the  shores  of  Lake  Ontario,  and  it  closed  appropriately  in 
1821,  with  the  collapse  of  the  vast  fur  trading  organization 
centralized  at  Montreal.  French  Canada,  which  had  survived 
the  American  Revolution,  succumbed  to  the  Peace;  and  the 


3A.  Shortt  and  A.  C.  Doughty,  Documents  relating  to  the  Consti¬ 
tutional  History  of  Canada,  1759-1791  (Ottawa:  King’s  Printer,  1918), 
pp.  745,  961,  972. 

4  Ibid.,  pp.  758ff.,  972-3 
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Loyalists,  who  entered  where  the  Republicans  had  been  re¬ 
pulsed,  brought  equally  a  revolution  to  the  old  life  of  Quebec. 
They  were  followed  by  the  first  American  settlers  in  the 
Eastern  Townships;  and  before  1821  forces  were  at  work  in 
Scotland  and  Northern  Ireland  to  produce  the  great  Canadian 
immigrations  of  the  ’twenties  and  ’thirties.  While  the 
first  frontiersmen  in  Upper  Canada  began  to  produce  and  to 
consume,  the  North-West  organization,  centralized  to  pursue 
a  retreating  trade  across  a  half-continent,  was  directed  in¬ 
evitably  into  the  last  furious  struggle  with  Hudson  Bay.  But, 
already,  years  before  the  long  contest  between  the  canoe  and 
the  York  boat  had  been  concluded,  capital  and  labor  were 
being  shifted  to  the  new  staples,  timber  and  wheat.  Popula¬ 
tion  grew;  farmers  settled  where  fur  traders  had  roved;  the 
whole  commercial  technique  and  transportation  system  of 
the  French  was  altered  and  then  abandoned.5  Gradually  the 
limitations  and  deficiencies  of  the  St.  Lawrence  system  of 
communications  became  startingly  distinct  to  a  new  popula¬ 
tion  in  which  optimism,  restless  energy  and  materialistic 
ambition  were  the  dominant  traits. 

The  slow  course  of  this  revolution  masked  for  a  time  its 
inevitable  consequences;  but  it  was  from  the  beginning  big 
with  menace  for  the  French  Canadians.  And  it  ended  by 
completing  the  divorce  between  the  merchants  and  the  colo¬ 
nial  society  of  the  St.  Lawrence.  By  1821  the  fur  trade  had 
passed  away;  but  while  the  merchants  who  had  directed  it 
grasped  eagerly  at  fresh  opportunities,  the  society  which  had 
been  based  upon  it  endured  unchanged  on  the  lower  reaches 
of  the  river.  Aloof  and  dogged,  the  French  Canadians  clung 
to  the  nerve  centre  of  a  communication  system  which  restless 
aliens  were  determined  to  exploit  in  new  and  unfamiliar 
ways ;  and  the  merchants  began  to  feel  annoyance  at  the  very 
time  when  the  Canadians  experienced  their  first  cool  thrill 
of  apprehension.  The  attack  was  no  longer  against  single 
features  of  their  culture,  such  as  their  commercial  law  or 
their  devotion  to  the  paternalistic  form  of  government;  it 
was  an  attack  from  all  sides,  against  the  position  as  a  whole, 
and  it  was  led  by  merchants  whose  commercial  interest,  which 


5  Innis,  Problems  of  Staple  Production  in  Canada,  pp.  6-8. 
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had  once  directed  them  to  maintain  the  economic  system  of 
the  St.  Lawrence,  now  forced  them  to  undermine  it.  Immi¬ 
gration  threatened  to  submerge  the  culture  of  the  French 
Canadians.  Freehold  tenure  in  the  Eastern  Townships 
menaced  the  seigniorial  system  in  the  very  province  which 
they  believed  their  own.6  Merchants  and  land  speculators 
began  sharply  to  question  their  system  of  notorial  records, 
their  bankruptcy  laws,  their  fines  on  sales  of  land.  The  slowly 
elaborated  programme  of  banks,  land  companies,  roads, 
canals,  harbors  and  ship  channels  was  conceived  to  gain 
objectives  which  they  did  not  cherish  and  was  to  be  imple¬ 
mented  by  methods  of  which  they  did  not  approve.  Private 
enterprise  on  a  grand  scale  through  banks,  and  public  works 
on  a  grand  scale  through  taxation  and  credit  were  alien  to 
them  and  distrusted  instinctively.  By  1821  the  issue  was 
joined  between  a  peasant  community  producing  for  consump¬ 
tion  and  led  by  lawyers  and  priests,  and  a  frontier  community 
producing  for  export  and  led  by  a  business  class  whose 
primary  interest  was  trade. 

During  this  period,  the  commercial  class  was  adapting  its 
programme  and  its  methods  of  political  action  to  the  slowly 
changing  exigencies  of  the  situation.  Their  demand  for  an 
Assembly,  reinforced  now  by  the  petitions  of  the  Loyalists, 
was  satisfied  at  last  by  the  Constitutional  Act.  But  the  pro¬ 
jected  division  of  the  province  robbed  the  concession  of  much 
of  its  savour;  and  Lymburner,  the  merchants’  agent,  fought 
to  the  last  to  preserve  the  economic  unity  of  the  country.  His 
defeat  and  the  division  of  the  old  province  of  Quebec  into 
Upper  and  Lower  Canada  conditioned  largely  the  economic 
and  political  activity  of  the  merchants  for  the  next  half- 
century.  Political  division  became  inevitably  the  chief  check 
upon  their  commercial  programme,  just  as  union  became  the 
chief  article  of  their  political  creed. 

Rapidly,  their  political  position  under  the  Constitutional 
Act  became  paradoxical  in  the  extreme.  Cut  off  from  their 
friends  in  the  Upper  province  who  in  all  essentials  accepted 
the  same  gospel  of  expansion  and  prosperity,  surrounded  by 


6  The  French  Canadians  realized  this  very  quickly,  as  the  early 
numbers  of  Le  Canadien  show. 
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a  peasant  and  professional  society  at  once  dormant  and 
suspicious,  the  merchants  acquired  an  outward  aspect  of 
extreme  political  conservatism  as  naturally  as  they  developed 
a  revolutionary  economic  creed.  In  1792,  when  the  first  legis¬ 
lature  opened,  they  were  weak  in  the  Councils  and  fairly 
strong  in  the  Assembly.  But  in  1821,  when  the  Canadian 
commercial  revolution  had  run  its  course,  all  this  had  altered. 
The  governors  of  the  ’teens  and  early  ’twenties  turned  to 
the  traders  as  the  French  Canadians  turned  away  from  them ; 
and  the  commercial  class,  along  with  the  bureaucrats,  judges 
and  French  Canadian  landowners,  became  intrenched  in  the 
Legislative  and  Executive  Councils  as  it  was  extruded  from 
the  Assembly.  This  union  with  governors  and  councillors, 
not  often  intimate,  was  frequently  interrupted.  The  interests 
of  the  merchants  were  immensely  practical  and  unemotional; 
they  could  scarcely  sympathize  with  Ryland’s  unreasoning 
bigotry  nor  could  they  understand,  later  on,  Lord  Gosford’s 
feeble  wooing  of  French  Canadian  popularity.  In  the  Coun¬ 
cils,  moreover,  they  could  not  always  win  their  point.  They 
were  unable,  in  1805,  to  persuade  the  Legislative  Council  to 
vote  down  the  new  customs  duties  and  they  failed  to  induce 
it  to  support  the  Union  Bill  of  1822.7  But  while  the  Council 
was  a  defective  institution  for  their  purposes,  it  was  the  only 
institution  which  they  could  hope  to  dominate.  And  the 
whole  trend  of  events  from  1783  to  1821  was  forcing  them  to 
depend  less  upon  their  private  capacities  and  more  upon 
the  public  instruments  of  legislation  and  finance. 

But  if  their  union  with  government  was  never  perfect, 
their  divorce  from  French  Canada  became  inevitably  com¬ 
plete.  But  it  was  not  until  the  crowding  economic  changes 
had  begun  this  alienation  and  had  stamped  the  commercial 
minority  with  a  faint  tinge  of  red,  that  symptoms  of  serious 
trouble  first  appeared.  It  is  surely  significant  that  the  first 
embittered  clash  in  Lower  Canada  occurred,  not  during  the 
governorship  of  Craig,  the  terrorist,  but  during  the  admin¬ 
istration  of  the  mild  and  ineffective  Milnes;  and  that  it  con¬ 
cerned,  not  the  lofty  questions  of  religion  and  language,  but 


7  Journals  of  the  Legislative  Council  of  the  Province  of  Lowers 
Canada,  1823,  pp.  24-28. 


50 


Canadian  Political  Science  Association 


the  prosaic  problem  of  financing  the  construction  of  jails.® 
It  was  a  straight  dispute  between  a  peasant  community  which 
hated  all  taxation  and  land  taxation  in  particular  and  a  com¬ 
mercial  class  which  wished  to  escape  part  of  a  burden,  which 
rested,  in  the  first  instance,  almost  entirely  upon  its  shoulders. 
The  abusive  articles  in  the  Quebec  Mercury  and  the  founding 
of  Le  Canadien  followed  the  quarrel;  and  thereafter  the  war 
of  newspapers  and  pamphlets  never  really  ceased.  While 
Le  Canadien  attacked  the  fur  traders  and  criticized  the 
American  frontiersmen  in  the  Eastern  Townships,  British 
publicists  began  to  laud  American  enterprise  and  prosperity 
and  to  reflect  sadly  that  unprogressive  Canada  “exhibited  its 
infant  face,  surcharged  with  all  the  indications  of  old  age 
and  decay.”8 9  The  merchants,  as  they  established  steam-boat 
services  and  founded  banks,  realized  acutely  that  they  had  only 
half  escaped  from  a  society  which  remained  unchanged  to 
provoke  and  to  impede  them.  As  this  period  closes,  they 
began  to  organize  for  the  repeal  of  the  Constitutional  Act 
and  the  establishment  of  Union. 

Ill 

In  rapid  succession,  at  the  beginning  of  the  new  period, 
the  North-West  Company  passed  from  existence,  the  first 
little  canal  at  Lachine  was  started,  the  financial  struggle  in 
Lower  Canada  broke  out  and  the  ill-fated  Union  Bill  was 
debated  and  withdrawn.  These  apparently  haphazard  events 
constitute  at  once  a  warning  and  a  prophecy;  they  reveal  the 
basic  problems  of  the  period  only  to  suggest  their  final  solu¬ 
tion;  and  they  symbolize  the  intimate  and  vital  connection 
between  new  staples,  transportation,  public  finance  and  union 
which  dominates  the  situation  and  which  creates  the  malad¬ 
justments,  efforts  and  tensions  of  the  next  few  years.  The 
period  of  gradual  change  is  over;  the  pace  is  enormously 


8  The  French  Canadian  Assembly  voted  to  arrest  Edwards,  of  the 
Montreal  Gazette,  and  Cary,  of  the  Quebec  Mercury,  for  alleged  libels 
in  connection  with  the  dispute.  See  Journals  of  the  House  of  Assembly 
of  Lower -Canada,  1806,  passim. 

9  Le  Canadien,  November  22,  1806  (Vol.  i,  No.  1);  December  12, 
1807  (Vol.  ii,  No.  3),  pp.  9-10.  An  Apology  for  Great  BHtain  (Quebec: 
J.  Neilson,  1809),  p.  22. 
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accelerated.  A  new  world  confronts  the  men  of  1821  imperi¬ 
ously.  Its  opportunities  and  problems  crowd  in  upon  them 
faster  than  the  immigrants  who  land  by  thousands  in  the 
ports  of  Quebec  and  Montreal.  And  beneath  all  the  shifting 
perplexities  of  immigration,  settlement,  roads,  staples,  cur¬ 
rency  and  credit,  lay  the  immense  problem  of  the  St.  Law¬ 
rence,  which  complicated  all  the  joint  and  several  difficulties 
of  the  provinces  and  upon  the  solution  of  which  their  future, 
as  a  going  American  concern,  depended. 

But  if  the  new  age  produced  problems,  it  created  con¬ 
fidence  to  meet  them.  The  country  was  full  of  hope,  naive 
optimism  and  driving  ambition;  exhortations  and  grandiose 
programmes  crammed  the  press ;  an  army  of  surveyors, 
engineers  and  promoters  invaded  the  provinces,  and  land 
companies,  canal  companies,  railway  organizations  and  banks 
sprang  into  existence.  Inevitably  men  were  driven  back  to 
the  provincial  and  imperial  parliaments;  and,  as  the  political 
pressure  increased,  as  the  petitions  and  programmes  con¬ 
tinued  to  rain  upon  the  heads  of  unhappy  governors  and 
recalcitrant  assemblies,  the  antagonism,  deep  and  irremedi¬ 
able,  between  the  spirit  of  colonial  France  and  colonial 
America,  was  now  at  length  completely  revealed.  The 
American  culture,  expressed  by  merchants  and  frontiersmen, 
was  in  the  ascendant;  and,  as  the  tide  closed  in  around  them, 
the  French  Canadians  realized  its  menacing  significance  and 
were  driven  into  violence  and  hysteria. 

The  position  of  the  merchants  in  this  period  was  central. 
A  few  hundred  feet  from  their  banks,  their  warehouses  and 
their  homes  the  massive  river  pursued  its  way  to  the  sea. 
They  dreamed  dreams  and  grasped  at  concrete  realities.  They 
saw  the  whole  of  northern  North  America  as  a  cast  network 
of  lakes  and  rivers — a  system  whose  natural  centripetal 
force  increased  by  artifice,  would  attract  irresistibly  the  com¬ 
merce  of  a  half-continent  and  direct  it  to  the  trunk  line  past 
their  doors.  It  was  Canada’s  great  commercial  age ;  and  though 
it  would  be  absurd  to  deny  the  differences  between  the 
merchants  and  the  frontiersmen  in  the  townships  of  Upper 
Canada,  yet,  as  compared  with  the  French,  they  thought  alike 
on  broad  essentials,  and  the  merchants  saw  with  clarity  and 
imagination  what  was  dimly  and  confusedly  understood  else- 
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where.  Time  pressed.  The  Americans  were  energetically 
building  canals  and  the  Upper  Canadians  were  restive  and 
impatient ;  and  the  merchants  organized  with  an  exasperation 
and  a  conviction  which  portended  trouble  for  the  future. 
They  improved  their  position  in  the  Councils.  They  supported 
favorable  governors  like  Dalhousie  with  the  same  realistic 
readiness  that  they  condemned  impartial  administrators  like 
Gosford.10.  They  began  to  fight  elections  bitterly.  They 
furnished  their  lobby  over  in  London,  the  North  American 
Colonial  Association,  with  pabulum  for  its  campaign  at  the 
Colonial  Office.* 11  And,  as  the  colony  drifted  towards  revolu¬ 
tion  in  the  crucial  decade  of  the  eighteen-thirties,  they  were 
forming  political  associations  with  as  much  zest  as  they  were 
floating  companies.12 

Their  programme,  though  outwardly  more  aggressive, 
remained  almost  purely  commercial  in  essence.  It  was  their 
conviction  that  the  seigniorial  system  acted  as  a  positive 
barrier  to  improvement  and  prosperity ;  and  they  campaigned 
for  registry  offices,  for  changes  in  the  bankruptcy  law  and 
against  the  incidents  of  feudal  tenure.  They  applauded  and 
helped  to  finance  the  British  American  Land  Company,  with 
the  triple  purpose  of  making  money,  increasing  settlement 
and  galvanizing  the  dormant  activities  of  the  province.  They 
suggested  the  Commission  for  the  Improvement  of  the 
Harbor  of  Montreal,  organized  the  Champlain  and  St.  Law¬ 
rence  Railway  to  tap  the  trade  of  the  Eastern  Townships, 
pointed  out  the  deficiencies  of  the  ship  channel  across  Lake 
St.  Peter  and  pressed  incessantly  for  canals  on  the  St.  Law¬ 
rence.  Always  they  were  conscious  of  time,  of  American 
competition,  of  the  immense  possibilities  of  their  country. 
And  as  their  difficulties  mounted,  the  conviction  became 
unshakeable  that  union,  or  the  annexation  of  Montreal  to 
Upper  Canada,  could  alone  deliver  them  from  bondage. 


10  For  British  criticism  of  Gosford,  see  Adam  Thom,  Anti-Gallic  Let¬ 
ters  (Montreal:  The  Herald  Office,  1836). 

11  Nathaniel  Gould,  Chairman  of  the  North  American  Colonial  As¬ 
sociation,  was  accustomed  to  include  long  extracts  from!  Canadian 
correspondence  in  his  letters  to  the  Colonial  Office  during  the  eighteen- 
thirties. 

12  The  Constitutional  Associations,  formed  in  the  autumn  of  1834. 
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To  most  of  this  the  old  society  of  the  St.  Lawrence  was 
either  indifferent  or  hostile.  The  control  of  commerce  had 
long  ago  passed  from  the  French  Canadians ;  the  lawyers  who 
led  them  were  mainly  interested  in  legal  and  political  ques¬ 
tions;  and  their  indifference  to  change  lapsed  quickly  into 
definite  hostility,  as,  in  this  latter  period,  the  merchants  and 
their  supporters  became  more  aggressive  and  importunate. 
On  the  subject  of  the  seigniorial  system,  the  popular  party 
was  either  evasive  or  downright  in  opposition.13  The  British 
American  Land  Company  was  fiercely  opposed.  Immigrants 
were  frequently  characterized  as  paupers  whose  chief  con¬ 
tribution  to  the  country  was  disease,  and  the  legislature 
clapped  a  capitation  tax  on  immigrants  which  was  bitterly 
resented  by  the  merchants.14  When,  in  1834,  Stuart  demanded 
a  large  loan  to  get  the  St.  Lawrence  canals  going,  Papineau 
talked  sadly  of  burdening  a  young  country  with  debt.15  The 
French  Canadian  Assembly  discontinued  grants  to  the 
Harbor  Commission  for  the  simple  reason  that  it  disliked  one 
of  the  British  Commissioners.  It  failed  to  renew  the  bank 
charters  and  the  merchants,  in  desperation,  appealed  to 
London.  “Whether  there  be  banks  or  not,”  said  Papineau 
in  the  election  campaign  of  1834,  “one  acre  of  land  will  not  be 
cultivated  more  or  less”;  and  he  proceeded  to  suggest  the 
run  on  the  banks  which  occurred  in  the  autumn  of  that 
year.16  At  the  same  time,  in  extreme  exasperation,  the 
merchants  organized  their  political  associations.  They  ap¬ 
pealed,  as  well  as  the  French  Canadians,  for  a  complete 
change  in  the  existing  system;  and  contributed  equally  to  the 
total  paralysis  of  government  which  followed. 

They  were  true  to  their  character.  From  the  first  a 
purposeful  and  disturbing  group,  they  became,  as  the  move- 


13  The  French  Canadian  party  was  opposed,  not  only  to  provincial 
legislation  on  the  subject,  but  also  to  the  Canada  Trade  Act  (1822), 
which  permitted  change  in  tenure  by  article  xxxi;  Journals  of  the 
House  of  Assembly  of  Lower-Canada,  Vol.  33  (1823L24),  pp.  246-47. 

14  The  Montreal  Gazette,  February  15,  1834  (Vol.  xlii). 

18  Ibid.,  March  6,  1834  (Vol.  xlii). 

16  Ibid.,  December  11,  1834  (Vol.  xlii). 
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ment  of  change  rushed  to  a  crescendo,  a  revolutionary  body; 
and  their  uneasy  alliance  with  government  and  their  respect¬ 
able  position  in  the  Councils  fail  to  mask  the  dynamics  of 
their  programme.  The  rebellion  in  Lower  Canada  was  not 
a  revolt  of  maddened  liberals  against  a  dormant  and  oppres¬ 
sive  government;  it  was,  as  Lord  Durham  saw,  a  little  civil 
war,  and  the  betting  was  even  as  to  which  side  would  first 
appeal  to  arms.  As  early  as  March,  1835,  Aylmer  feared 
that  the  British  party  would  soon  be  roused  to  take  the  law 
into  its  own  hands.17  In  December  of  the  same  year,  a  section 
of  the  party,  under  Adam  Thom,  attempted  to  create  the 
nucleus  of  an  extra-legal  force.18  And  Lord  Durham  later 
suggested  that  the  British  had  themselves  helped  to  precipi¬ 
tate  the  rebellion  in  order  to  bring  on  a  crisis  before  the 
French  Canadians  were  prepared. 

IV 

The  rebellions  in  Upper  and  Lower  Canada  were  both, 
to  a  considerable  extent,  the  result  of  the  efforts  made  by  two 
politically  divided  colonies  to  adjust  themselves  to  a  geo¬ 
graphical  background  which  demanded  their  union.  But, 
while  the  basic  economic  problem  was  the  same  for  both 
colonies,  the  two  societies  which  wrestled  with  it  were  pro¬ 
foundly  different  and  the  resultant  political  struggles  were 
fundamentally  distinct.  The  conflict  in  Upper  Canada  con¬ 
formed  to  a  type  which  the  history  of  the  Thirteen  Colonies 
had  made  wearisomely  familiar;  but  the  origins  of  the  dis¬ 
pute  in  Lower  Canada  are  more  mysterious  and  obscure.  One 
theory,  that  the  conflict  was  a  quarrel  between  frontier 
liberalism  and  a  conservative  oligarchy,  Lord  Durham  speed¬ 
ily  rejected;  another,  that  the  dispute  was  a  racial  struggle 
between  French  and  English,  he  confidently  believed.  But 
surely  both  theories  are  inadmissible;  the  first  because,  as 
we  have  seen,  it  is  a  patent  misinterpretation  of  the  facts, 
the  second  because  it  is  an  undue  simplification  of  them. 


17  Canadian  Archives,  Series  Q,  Vol.  221,  Part  2;  Aylmer  to  Hay, 
March  14,  1835. 

18  Ibid.,  Vol.  223,  Part  2;  Gosford  to  Glenelg,  December  28,  1835. 
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When  Lord  Durham  found  in  race  a  primum  mobile  external 
to  the  facts,  he  became  a  victim  to  the  monotheistic  deter¬ 
minism  common  to  most  philosophers  of  history.  Race,  as 
a  universal,  automatically  operating  constant,  is  a  myth. 
There  were  two  races  and  two  religions  in  Quebec  in  1763; 
but  there  was  no  rebellion  until  1837.  And  North  America, 
in  this  case  as  in  others,  has  proved  tolerant  of  religions  and 
races,  when  those  races  have  accepted  its  social  uniformity 
and  bowed  to  the  materialistic  gospel  of  its  inhabitants. 

It  was  precisely  this  that  the  French  Canadians  refused 
to  do.  Their  programme  was  essentially  a  broad  social  pro¬ 
gramme — the  preservation  of  a  distinct  colonial  society  unim¬ 
paired  in  all  its  basic  essentials ;  and  they  insisted,  not  merely 
upon  their  racial  purity,  their  religion  and  their  language, 
but  also  upon  the  legal  system,  the  land  system,  the  agrarian 
social  structure  and  the  simple  economic  activities  which  had 
always  distinguished  their  community.  The  Quebec  Act,  to 
which  they  began  to  appeal,  is  an  instrument  for  the  pre¬ 
servation  of  an  old  order,  just  as  the  Declaration  of  the  Rights 
of  Man  and  the  Citizen  is  an  instrument  for  the  creation  of 
a  new.  Decades  after  the  French  Revolution  and  the  Napo¬ 
leonic  regime  had  transformed  the  land  and  legal  systems  of 
continental  France,  the  French  Canadians  were  still  descant¬ 
ing  upon  the  nobility  and  simplicity  of  the  Custom  of  Paris 
and  earnestly  debating  the  advantages  and  disadvantages  of 
the  feudal  system.  They  saw  greed  in  American  commercial¬ 
ism  and  turbulence  in  the  American  frontier ;  and  they  desired 
to  protect  their  little  society  from  the  onslaught  of  both. 
Their  methods  varied,  but  their  purpose  remained  the  same. 
Distrustful  at  first  of  democracy,  they  learnt  to  use  it,  and 
later  demanded  its  extension.  But  they  opposed  an  elective 
Assembly  in  the  seventeen-eighties  and  demanded  an  elective 
Council  in  the  eighteen-thirties  for  basically  the  same  reason 
— the  preservation  of  the  old  colonial  society  of  the  St. 
Lawrence. 

We  have  seen,  on  the  other  hand,  that  the  merchants 
represented,  not  merely  another  religion  and  language,  but 
also  a  different  colonial  view  of  life,  a  different  response  to 
the  problems  and  opportunities  of  an  undeveloped  continent. 
They  brought  commercialism  to  Canada,  one  of  the  purest 
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and  most  aggressive  forms  of  American  materialism;  and 
from  1760  to  1840  their  political  activity  was  very  largely 
directed  by  their  conception  of  the  economic  and  social  future 
of  the  country  and  of  the  role  which  they  should  play  in  it. 
For  a  time  their  commercial  interest  led  them  to  maintain 
the  French  Canadian  system,  just  as  it  later  directed  them  to 
alter  it.  When  the  fur  trade  had  disappeared,  when  the  com¬ 
mercial  revolution  and  immigration  had  changed  the  face  of 
the  country,  when  the  horizon  of  opportunity  widened  and 
the  vast  magnitude  and  complexity  of  their  tasks  stood  fully- 
revealed,  they  turned  impatiently  from  the  French  Canadian 
system  only  to  find  that  French  Canada  remained,  inert  and 
unresponsive,  to  baffle  their  progress.  Then,  and  not  until 
then,  did  they  resolve  on  desperate  action.  And  if,  like  the 
French  Canadians,  they  were  led  by  an  artificial  political 
system  into  devious  paths  and  uneasy  alliances,  this  does  not 
conceal  their  real  character.  The  dynamics  of  Canadian 
commercialism  were  decked  out  in  the  smug  garb  of  political 
reaction,  just  as  the  statics  of  Canadian  feudalism  masque¬ 
raded  in  the  bright  hues  of  democracy.  But  when  they  cam¬ 
paigned  for  an  elective  Assembly  in  the  seventeen-eighties 
and  against  an  elective  Council  in  the  eighteen-thirties,  their 
purpose  was  fundamentally  the  same,  the  development  of  the 
country  as  they  conceived  it  and  the  profit  of  commercialism 
therein. 

V 

Lord  Durham’s  Report,  which  capped  the  climax  of  this 
struggle,  serves  also,  and  very  appropriately,  as  a  finale  to 
the  thesis  of  this  paper.  The  Report  contains  two  great  recom¬ 
mendations — responsible  government  and  union.  The  second 
recommendation,  as  well  as  the  first,  offers  a  key  to  the  sig¬ 
nificance  of  the  Report  and  the  character  of  its  author.  For 
those  who  stress  responsible  government,  Lord  Durham  is  a 
great  liberal  imperialist,  with  a  regrettable  tendency  to  ruth¬ 
lessness  and  bias;  for  those  who  neglect  union  and  its  impli¬ 
cations,  the  Report  is  a  magnificent  treatise  on  colonial 
government,  marred  by  certain  omissions,  inaccuracies  and 
prejudices.  But  these  limitations  of  the  Report  and  these 
deficiencies  of  its  author,  if  they  are  to  be  mildly  deprecated 
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fiom  one  point  of  view,  can  perhaps  be  explained  from 
another.  That  point  of  view  is  union  and  the  necessities 
which  lay  beneath  it.  Union  is  the  cure  for  the  economic 
and  social  maladjustments  of  Canada,  just  as  responsible 
government  is  the  corrective  for  its  political  distempers.  And 
the  man  who  saw  the  necessity  of  union  was  not  only  the 
first  missionary  of  liberal  imperialism,  but  the  first  great 
English  convert  to  the  American  gospel.  He  was  not  con¬ 
cerned  to  give  impartially  equal  treatment  to  artificial  poli¬ 
tical  units  like  Upper  and  Lower  Canada;  for  he  was  thinking 
in  terms  of  North  America.  He  could  not  be  fair  to  French 
Canada,  for  he  was  dreaming  typically  American  dreams  of 
expansion  and  prosperity. 

The  man’s  whole  character  —  his  optimism,  restless 
energy  and  brusque  aggressiveness  —  seems  to  sum  up  the 
spirit  of  a  confident,  questing,  commercial  generation.  He 
could  respond  to  America’s  way  of  life,  he  could  see  America’s 
future;  and  this  instinctive  sympathy  determines  consider¬ 
ably  the  attitude,  ideas  and  temper  of  the  Report.  Obviously, 
he  was  interested  in  the  institutions  of  the  United  States  just 
as  he  was  fascinated  by  their  progress  and  material  prosper¬ 
ity.  And  there  lies  deep  in  the  report  the  apparently  instinct¬ 
ive  conviction  that  Canada’s  progress  must  be  measured 
largely  in  terms  of  its  successful  emulation  of  American 
achievement.  This  explains  the  constant  references  to 
American  conditions,  the  emphasis  upon  land  policy  and  im¬ 
migration,  the  preoccupation  with  communications  and  public 
works  which  are  such  characteristic  features  of  the  Report. 
Characteristically,  also,  Lord  Durham  criticized  Canadian 
institutions  and  deplored  Canadian  political  quarrels  as  ob¬ 
structions  to  a  broad  policy  of  improvement.  It  is  surely  no 
disrespect  to  say  of  him,  that  if  he  worked  to  make  Canada 
a  self-governing  British  Dominion,  he  also  hoped  to  make  it 
a  going  American  concern. 

This  strong,  instinctive  hope  dictated  largely  Lord  Dur¬ 
ham’s  treatment  of  Lower  Canada.  From  a  standpoint  of 
politics,  Lower  Canada  was  merely  one  of  several  provinces; 
but  from  the  standpoint  of  society  and  economics,  which 
bulked  large  in  Lord  Durham’s  consideration,  it  was  of 
unique  importance.  He  gave  to  the  province  a  peculiar 
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prominence  and  a  peculiar  treatment  which  are  explicable 
only  by  his  materialistic  aims.  He  saw  that  the  struggle  in 
Lower  Canada  was  a  social  and  not  a  political  conflict;  and 
he  viewed  these  two  contending  societies,  their  institutions, 
aptitudes  and  spiritual  impulses,  mainly  in  relation  to  the 
opportunities  and  tasks  of  a  great  unworked  continent.19  He 
stressed  the  commercial  genius,  the  organizing  ability,  the 
instinct  for  expansion  and  prosperity  which  he  believed 
characterized  the  British.  He  emphasized  the  feudal  insti¬ 
tutions,  the  peasant  interest  and  the  inertia  of  the  French. 
He  believed  that  North  America  could  scarcely  accept  such  a 
fundamental  contradiction  to  its  spirit.  He  believed  that  it 
was  justified  in  refusing  to  tolerate  such  opposition  at  the 
gateway  to  a  river  system  which  was  the  common  property 
of  all  who  lived  upon  its  banks.20  And  these  beliefs  measure 
the  completeness  of  his  acceptance  of  the  aggressive  com¬ 
mercial  philosophy  of  America. 

Responsible  government  may  have  been  conceived  origi¬ 
nally  by  Lord  Durham  or  by  the  Canadian  reformers;  but 
union,  and  the  whole  philosophy  of  expansion  and  commercial 
prosperity  which  lay  behind  it,  was  the  product  of  Montreal. 
Responsible  government  comes  first  in  the  Report,  but  it  is 
permissible  to  doubt  that  it  came  first  in  Lord  Durham’s 
mind;  for  the  British  Canadians  would  never  have  accepted 
responsible  government  without  union,  nor  would  Lord 
Durham  have  proposed  it.  Union  was  the  primary  and 
indispensable  step;  union  was  first  established;  and  if  it  was 
followed  by  responsible  government,  it  was  followed  also  by 
local  government,  large  loans,  the  canal-building  programme 
and  the  extinction  of  seigniorial  tenure.  Lost  in  the  obscure 
background  of  the  Canadian  picture,  half  hidden  by  the  elbow 
of  some  governor  or  by  the  peremptory  visage  of  some 
second-rate  politician  like  Mackenzie  or  Papineau,  these 
merchants  —  the  Ermatingers,  McTavishes,  Richardsons, 
Auldjos,  and  Moffatts  —  had  a  policy,  fought  for  it  and 
triumphed  in  the  end. 


Lord,  Durham’s  Report  (Lucas  ed.,  Oxford:  Clarendon  Press,  1912), 
Vol.  ii,  pp.  48-50. 

20  Ibid.,  Vol.  ii.  p.  290. 
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D.  A.  McArthur. — At  the  outset,  I  would  like  to  congratulate  Mr. 
Creighton  on  this  excellent  paper.  He  has  performed  a  most  useful 
seivice  in  indicating  the  influence  of  economic  forces,  operating  through 
the  commercial  class  in  Lower  Canada,  on  the  course  of  political  develop¬ 
ment  during  that  most  significant  period  which  extends  from  1820  to 
the  union  of  the  Canadian  provinces.  He  has  brought  out  clearly  the 
differences  in  the  outlook  and  interest  between  the  French  Canadian 
peasantry  and  professional  classes,  on  the  one  hand,  and  the  English 
element,  interested  primarily  in  commerce  and  in  the  exploitation  of  the 
resources  of  the  province.  An  appreciation  of  these  differences  in  out¬ 
look  is  fundamental  to  an  adequate  understanding  of  the  political  con¬ 
flict  which  ended  in  a  resort  to  force  in  1837. 

Mr.  Creighton  has  suggested  that  the  energy  and  aggressiveness  of 
the  English  commercial  group  was  peculiarly  a  new-world  product,  an 
aspect  of  American  frontier  culture.  It  is  possible  that  the  influence  of 
the  frontier  and  of  the  new-world  environment  in  creating  this  attitude 
of  mind  may  be  over-estimated.  These  qualities  of  mind  were  not  pe¬ 
culiar  to  America.  It  is  suggested  that  a  search  for  the  origin  of  these 
characteristics  should  extend  back  to  the  Reformation  period.  The  em¬ 
phasis  placed  by  the  Puritans  both  in  Britain  and  America  on  industry 
and  thrift,  on  the  exercise  of  the  acquisitive  instincts  presents  a  striking 
contrast  to  the  mental  attitude  of  the  care-free  and  happy-go-lucky 
Canadian  habitant.  The  civilization  of  France  transplanted  to  the 
valley  of  the  St.  Lawrence  in  the  seventeenth  century  contained  much 
that  was  essentially  mediaeval  in  character  and,  cut  off  almost  completely 
from  the  powerful  influences  which  modified  French  culture  in  the  eigh¬ 
teenth  century,  became  stereotyped  and  failed  to  recognize  as  virtues 
many  of  the  attributes  of  the  vigorous  and  acquisitive  merchants  who 
hailed  from  the  old  and  the  new  England. 

A  most  valuable  service  has  been  performed  by  this  paper  in  indi¬ 
cating  the  great  significance  in  its  influence  on  political  development  of 
the  problem  of  transportation.  The  arrival  of  the  Loyalists  and  of  other 
immigrants  of  British  origin  both  from  the  old  land  and  from  America, 
their  settlement  along  the  shores  of  the  St.  Lawrence  and  the  Lower 
Great  Lakes  became  a  most  effective  cause  of  a  change  in  the  economic 
system  of  the  province  of  Canada  of  vital  importance.  Mr.  Creighton 
has  pointed  out  very  properly  that  the  increasing  volume  of  the  traffic 
in  wheat  and  other  farm  products  required  a  system  of  transport  dif¬ 
ferent  from  that  of  the  fur  trading  period.  The  canalization  of  the  St. 
Lawrence  became  of  first  importance  as  a  means  by  which  not  only  the 
products  of  the  upper  province  should  gain  access  to  tidewater  but  by 
which  those,  likewise,  of  the  drainage  basin  of  the  Great  Lakes  should 
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find  an  outlet  to  the  European  market  by  way  of  Montreal.  The  ex¬ 
pansion  of  the  commerce  of  Montreal — and  by  that  was  meant  the  com¬ 
merce  of  the  English  merchants — was  deemed  to  be  dependent  on  the 
improvement  of  the  facilities  of  transport  of  the  St.  Lawrence  system 
and  the  extension  of  the  range  of  territory  which  might  be  made  eco- 
nomicallly  tributary  to  it.  This  problem  of  transport,  again,  transcended 
the  boundaries  of  the  province  of  Lower  Canada;  its  solution  depended 
on  two  conditions:  first,  the  sympathetic  interest  of  the  government  of 
the  lower  province  and,  secondly,  if  possible,  the  consolidation  into  a 
single  political  unit  of  the  British  territory  in  the  valley  of  the  St.  Law¬ 
rence  and  the  Great  Lakes  already  constituting  a  unit  for  purposes  of 
economic  development.  The  first  consideration  accounts  for  the  attitude 
of  the  English  commercial  group  to  the  problem  of  provincial  government 
in  Lower  Canada,  and  the  second  for  their  advocacy  of  the  union  of  the 
provinces. 

In  general,  attempts  to  apprehend  the  inwardness  of  the  political 
upheaval  in  Lower  Canada  in  1837  have  been  impeded  by  the  considera¬ 
tion  of  that  problem  in  conjunction  with  political  unrest  in  Upper 
Canada.  Emphasis  has  been  laid  on  certain  superficial  common  factors, 
whereas,  in  reality,  the  features  of  contrast  are  of  vital  significance, 
The  uprising  in  Upper  Canada  belongs  to  the  more  or  less  orthodox 
type  of  revolt  of  the  classes  conscious  of  a  lack  of  social,  economic  and 
political  privileges  against  the  privileged  orders,  a  conflict  occurring 
quite  generally  in  communities  on  this  continent  as  an  incident  in  the 
westward  march  of  the  frontier.  In  essentials  the  Upper  Canadian 
revolt  is  true  to  type.  But  the  Lower  Canadian  upheaval  is  of  a  dif¬ 
ferent  character.  In  Upper  Canada  the  forces  of  progress  and  reform 
were  ranged  in  opposition  to  the  administration.  In  Lower  Canada,  as 
Mr.  Creighton  most  properly  observes,  the  English  commercial  element, 
acting  in  close  co-operation  with  the  administration,  was  the  source  of 
all  the  progressive  ideas  applied  to  government  and  to  the  development 
of  the  resources  of  the  province.  French  Canadian  nationalism,  con¬ 
servative  and  reactionary  in  outlook,  by  adopting  the  shibboleths  of 
reform,  seemed  to  force  the  liberal  and  progressive  elements  in  the 
province  into  a  position  in  which  they  were  obliged  to  defend  authority 
and  special  privilege  in  government  and  in  economic  relationships.  For 
a  time  it  was  doubtful,  as  the  paper  indicates,  which  party  would  be  the 
aggressor.  There  were  suspicions  among  neutral  observers  that  the 
British  played  their  cards  with  greater  skill  than  did  the  French  with 
the  result  that  the  French  were  forced  to  take  the  offensive  and  at  a 
time  before  they  were  fully  prepared  for  the  conflict. 

One  may  observe,  in  passing,  that  the  British  ministers  were  placed 
in  a  position  of  great  difficulty  in  dealing  with  the  Canadian  situation. 
From  Mackenzie  and  the  “outs”  in  Upper  Canada  they  received  frequent 
appeals  for  aid  in  the  cause  of  reform  against  privilege  and  reaction; 
from  governor  and  merchants  representing  the  “ins”  in  Lower  Canada 
they  received  similar  appeals  directed  against  the  class  which  was  rep- 
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resented  as  co-operating  with  Mackenzie  and  the  discontented  in  Upper 
Canada. 

Mr.  Creighton  is  on  solid  ground  in  associating  the  desire  of  the 
English  commercial  element  for  a  union  of  the  provinces  with  their 
plans  for  the  expansion  of  trade  and  the  exploitation  of  the  resources 
of  the  valley  of  the  St.  Lawrence  and  the  Great  Lakes.  With  his  con¬ 
clusions  regarding  the  influence  of  the  English  group  in  determining 
the  ideas  embodied  in  the  Durham  Report  one  may,  however,  suggest 
certain  reservations.  Valuable  as  has  been  the  illumination  of  political 
movements  by  the  economic  historians,  it  may  be  possible  to  place  a 
heavier  burden  on  “economic  controls”  than  they  are  capable  of  bearing. 
One  may  raise  doubts  regarding  the  validity  and  accuracy  of  the  descrip¬ 
tion  of  Lord  Durham  as  “the  first  great  English  convert  to  the  American 
gospel”  as  that  gospel  has  been  expounded  by  Mr.  Creighton.  More 
fitting  is  his  reference  to  Durham  as  a  “missionary  of  liberal  imperial- 
ism.”  Imperialism  revolved  relationships  which  were  fundamentally 
political  in  character.  The  union  of  the  provinces  was  an  essential 
feature  of  Durham’s  imperialism.  There  is  the  authority  of  Charles 
Buller  for  the  statement  that  when  Lord  Durham  left  Canada  he  fa¬ 
vored  a  scheme  of  federal  union  of  the  British  North  American  pro¬ 
vinces.  “The  second  insurrection  which  broke  out  during  his  voyage 
home,  convinced  him  that  the  disorders  of  Lower  Canada  would  admit 
of  no  delay;  and  compelled  him,  much  against  his  inclination,  to  admit 
that  the  present  peril  must  be  guarded  against  by  an  immediate  union 
of  the  Canadas.”  1  A  federal  union  would  have  left  the  French  Cana¬ 
dians  in  control  of  the  local  provincial  government  of  Lower  Canada _ 

and  the  French  Canadians  could  not  be  trusted  to  maintain  the  imperial 
connection.  Durham  realized  on  his  return  to  England  that  he  could  not 
persuade  the  Melbourne  ministry  to  hand  over  Lower  Canada  to  the 
French  Canadians  and  adopted  the  alternative  course  of  the  more 
limited  union  as  the  only  feasible  project  by  which  French  Canadian 
influence  could  be  held  in  check.  Lord  Melbourne  himself  stated  the 
case  against  a  federal  union  most  effectively.  “We  can  never  suffer 
the  French  to  govern  or  to  have  much  influence  in  Canada  again,  and 
they  being  the  majority  in  Lower  Canada,  this  will  make  it  difficult  to 
establish  anything  like  a  popular  government.”  Apart  entirely  from 
schemes  of  economic  advantage  involved  in  the  union  of  the  Canadas, 
Lord  Durham  was  driven  to  recommend  this  course  by  reason  of  his 
determination  to  retain  the  Canadian  provinces  within  the  British 
Empire. 


1  Chester  New,  Lord  Durham  (Oxford:  The  Clarendon  Press,  1929), 
p.  467. 


FREEDOM  IN  OUR  TIME 
[PRESIDENTIAL  ADDRESS] 

E.  J.  URWICK 

In  the  eyes  of  most  of  you,  I  must  seem  to  be  opening  a 
closed  question.  The  demand  for  freedom,  and  particularly 
for  freedom  of  speech,  may  call  for  discussion  in  its  detailed 
application,  or  in  relation  to  special  circumstances;  but  it  is 
surely  perverse  to  suggest  that  the  principles  underlying  the 
demand  need  any  revision.  It  would  not  be  easy  to-day  to 
find,  among  historians,  political  scientists,  or  sociologists,  any 
reputable  thinker  who  would  not  accept,  as  a  matter  of  course, 
the  implication  of  Milton’s  question,  “Who  ever  knew  Truth 
put  to  the  worse  in  a  free  and  open  encounter?”  Neverthe¬ 
less,  I  find  myself  in  a  difficulty.  A  very  different  question 
obtrudes  itself  with  increasing  urgency.  How  is  it  that,  in 
spite  of  the  unanimity  of  the  best  authorities,  a  large  number 
of  my  fellow-citizens  (whom,  in  the  last  resort,  I  must  admit 
to  be  nearly  as  intelligent  as  myself)  refuse  to  accept  the 
obvious  implications  of  the  principle?  And,  more  precisely, 
how  is  it  that  I  myself  feel  an  occasional  lapse  in  the  enthusi¬ 
asm  with  which  I  support  the  demand  for  this  quite  obvious 
“good” — freedom?  It  is  for  this  reason  that  I  am  now 
attempting  a  re-examination  of  the  demand  itself. 

Let  me  begin  by  clearing  the  ground  of  entanglements. 
The  demand  for  freedom  is  fortified,  quite  unfairly,  by  un¬ 
conscious  appeals  to  meanings  of  the  word  which  have  no 
legitimate  connection  with  the  real  issue.  We  are  clearly 
not  concerned  with  the  claim  of  corporate  freedom,  or  free¬ 
dom  of  a  national  group  from  any  external  domination.  We 
admire  the  early  Greeks  for  their  passionate  love  of  freedom ; 
but  the  Athenian  Democracy  denied  to  Socrates  the  right  of 
free  speech,  and  the  great  disciple  of  Socrates,  instead  of 
championing  the  cause  of  individual  freedom  in  his  master’s 
name,  penned  perhaps  the  bitterest  attack  on  this  freedom 
which  any  wise  man  has  written. 
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It  is  equally  clear  that  we  must  put  on  one  side  all 
thought  of  a  natural  right  to  freedom.  The  opening  sentence 
of  Rousseau’s  Social  Contract  is  certainly  magnificent  rhe¬ 
toric;  but  it  is  bad  history  and  bad  philosophy.  Man  is  not 
born  free,  nor  endowed  with  any  rights  to  freedom;  that 
which  is  inborn,  inalienable,  and  (unfortunately)  universal 
is  merely  the  instinct  of  self-assertion  from  which  the  claim 
of  freedom  springs. 

Even  less  are  we  entitled  to  appeal  to  the  principle  of 
freedom  as  accepted  in  philosophy  and  religion.  In  both,  the 
complete  subordination  of  liberty  to  law  is  taken  as  funda¬ 
mental  ;  the  philosopher  finds  no  content  in  the  idea  of 
freedom  except  in  relation  to  the  fixed  conditions  of  the  Good ; 
the  greatest  teachers  of  religion  cannot  admit  a  freedom 
which  is  not  first  defined  as  obedience  to  the  will  of  God. 

The  relation  of  the  freedom  which  we  are  to  consider 
to  the  development  of  the  individual  and  to  the  “right  of  self- 
expression”  raises  more  difficult  questions.  To  answer  these 
fully  would  carry  us  too  far  afield.  We  should  need  to  take 
counsel  with  Epictetus,  and  to  plunge  into  the  deep  waters 
of  the  meaning  of  individuality  and  value.  But  two  points 
are  worth  noting.  First,  it  is  one  of  the  many  paradoxes  of 
our  subject  that  those  who  are  most  insistent  upon  freedom 
for  the  sake  of  the  full  development  of  personality  are,  at  the 
moment,  committed  to  a  conception  of  personality  as  being  a 
social  product  and  nothing  else — a  fortuitously  determined 
product  to  which  the  term  “free”  cannot  be  applied  with  any 
significance  whatsoever.  With  these  premises,  we  are  de¬ 
barred,  ab  initio,  from  any  philosophic  consideration  of  the 
worth  of  personality.  The  only  pertinent  question  is  whether 
personality  is  left  with  any  meaning  worth  considering.  In 
the  second  place,  our  present  interest  is  really  confined  to  the 
demand  for  freedom  as  a  social  claim  or  a  citizen  right.  Con¬ 
sequently,  I  feel  justified  in  confining  our  attention  to  one 
aspect  of  our  subject  only — the  validity  of  the  claim,  by  or  for 
individual  members  of  society,  to  freedom  of  activity  or  of 
utterance,  qua  members  of  society,  unhindered  by  any  force 
other  than  that  of  their  own  will.  And,  as  I  have  already 
intimated,  our  discussion  must  assume  that  this  claim  is 
entirely  relative,  the  most  pertinent  relation  being  that  to  the 
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existing  social  and  political  conditions  and  to  competing  aims 
and  policies — to  which,  indeed,  all  claims  are  relative  when 
made  by  members  of  society  as  such. 

We  may  begin  by  considering  the  germ  of  truth  under¬ 
lying  Rousseau’s  famous  but  false  statement.  Freedom  may 
be  regarded  as  absolute  if  the  conditions  of  life  are  abso¬ 
lutely  simple;  to  use  a  convenient  but  dangerous  term,  full 
freedom  is  a  function  of  simplicity.  But  increase  of  com¬ 
plexity  necessitates  increase  of  restraint  as  a  condition  of 
order.  At  the  same  time,  however,  increasing  complexity 
demands  continual  readjustment,  and  therefore,  progressive 
change,  and  therefore,  freedom  to  advocate  change.  And,  at 
once  the  uneasy  antagonism  is  established  between  authority, 
order  and  restraint  on  the  one  side,  and  progress,  adjustment 
and  freedom  on  the  other.  And  freedom  appears  in  its  right¬ 
ful  place  as  the  ally,  or  rather  the  invariable  condition,  of 
progress. 

So  far,  good.  But  not  so  good  if — as  we  must — we  purge 
our  statement  of  question-begging  terms.  The  illusion  of 
order  and  progress  has  played  tricks  with  thought  since  long 
before  the  vogue  of  Auguste  Comte ;  and  the  words  have  never 
yet  acquired  any  definable  meaning.  Order  may  be  the  first 
cousin  of  death,  just  as  progress  may  be  a  close  relation  of 
chaos.  Neither  has  any  quality  of  good  until  it  is  related  to 
a  detailed  definition  of  a  good  society— a  definition  which  can 
never  be  anything  but  arbitrary.  Consequently,  we  are  bound 
in  fairness  to  substitute  the  neutral  terms  stability  and 
change;  and  all  that  we  are  entitled  to  say  is  that  restraint 
is  a  guardian  of  stability,  and  that  freedom  is  a  factor  of 
change;  and  neither  has,  so  far,  any  positive  quality  what¬ 
ever. 

Moreover,  the  antithesis  appears  to  be  absolute,  and 
therefore,  the  relation  between  them  appears  to  be  purely 
negative.  But  obviously,  this  is  not  the  case.  As  a  matter 
of  logic,  one  may  assume  that  the  lever  of  change,  which  we 
may  call  freedom,  cannot  operate  without  the  fulcrum  of 
stability,  and  therefore,  also  of  restraint.  And  as  a  matter 
of  fact  (a  much  more  important  consideration)  the  two 
opposing  elements  are  always  co-existent  and  complementary 
in  life.  In  social  life  certainly,  since  complete  stability  is 
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death,  and  unrestrained  co-operation  is  impossible.  And  in 
the  individual  life  and  mind,  even  more.  No  one  can  be  a 
thorough-going  anarchist  unless  he  is  mad,  just  as  no  one 
can  be  a  thorough  conservative  unless  he  is  mildewed — not 
by  discretion,  but  by  the  semi-death  of  senile  decay.  Moreover, 
the  most  advanced  lover  of  freedom  and  change  has  in  his 
mind  a  large  kernel  of  stability  which  he  treasures  as  a  vital 
part  of  his  thought,  and  to  which  he  relates  every  demand 
for  change.  We  may  safely  assert,  therefore,  that  the  de¬ 
mand  for  freedom  has  a  double  relation :  it  is  related,  of 
course,  to  our  conception  of  an  ideal  future,  and  it  is  equally 
related  to  our  conception  of  an  actual  present  in  which  certain 
elements  are  accepted  as  stable  and  good.  And  the  relation 
in  both  cases  is  a  positive  one. 

An  examination  of  the  elements  of  stability  implicit  in 
varying  degree  in  the  minds  of  all  of  us  may  carry  us  a  little 
way  towards  an  answer  to  the  question  which  I  have  set  out 
to  consider.  These  elements  may,  I  think,  be  grouped  under 
three  heads :  taboos,  fears,  and  the  assumption  of  conditions 
which  validate  the  claim  of  freedom.  With  regard  to  the 
first,  there  is  not  much  to  be  said  which  is  not  entirely 
obvious.  All  life,  from  the  lowest  to  the  highest,  is  subject 
to  innumerable  taboos,  imposed  first  by  nature  or  the  con¬ 
ditions  of  self-preservation,  later  by  habit  grounded  in  the 
experience  of  life.  In  social  life,  we  outgrow  one  set  of  taboos 
only  to  fall  under  the  dominance  of  another  set,  for  a  social 
existence  is  plainly  impossible  without  them.  Some  are 
apparently  trivial;  some  are  as  vital  as  is  the  avoidance  of 
deadly  dangers.  Against  the  former,  “progressive”  people 
often  rebel;  against  the  latter,  none  but  a  fool  rebels.  The 
taboos  which  operate  in  restraint  of  freedom  of  utterance 
fall  between  these  two  extremes.  It  may  be  that  none  of 
them  is  absolutely  binding;  but  some  of  them  are  not  far 
from  it.  Iconoclasts  may  brush  aside  this  or  that  taboo:  but 
a  few  will  be  sacred  even  to  a  Bernard  Shaw.  Most  of  us, 
I  fancy,  would  admit  the  force  of  the  taboos  which  would 
restrain  us  from  speaking  quite  freely  about  birth-control  in 
a  girls’  school,  or  about  free  love  to  a  group  of  schoolboys. 
But  note  the  difficulty  of  establishing  any  governing  prin¬ 
ciple.  These  very  taboos  would  be  discarded  by  any  one 
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who  desired  to  establish  the  moral  habits  described  in  Aldous 
Huxley’s  Brave  New  World.  And  if  you  protest  that  he  is 
pushing  the  claim  to  freedom  too  far,  how  can  you  answer 
his  argument  that  the  taboos  which  you  happen  to  cherish  are 
merely  obsolete  and  irrational  obstacles  to  progress?  Pos¬ 
sibly  all  that  we  can  plead  is  that  our  own  taboos  are  derived 
from  the  long  experience  of  the  race,  and  have  the  imposing 
validity  which  belongs  to  all  deep  social  instincts.  But,  for 
the  extreme  advocate  of  change,  the  argument  is  worthless. 
Why  should  not  the  time  have  arrived  to  disregard  such 
instincts?  Nevertheless,  we  may  allow  that  the  taboos  are 
binding  upon  all  who  admit  their  worth,  and  so  far  must 
be  accepted  as  respectable  reason  for  some  denial  of  freedom. 

Fear  is  an  exceedingly  real  but  exceedingly  unattractive 
element  of  restraint.  Freedom,  like  truth,  demands  courage ; 
fear  blocks  the  path  to  both.  I  am  not,  however,  concerned 
with  the  praiseworthiness  of  particular  elements  of  stability, 
but  only  with  their  reality;  and  fears  play  an  undoubtedly 
real  part  as  bulwarks  of  stability  which  may  or  may  not  be 
consciously  presented  to  reason.  In  relation  to  freedom  of 
speech,  the  pertinent  fears  are  easily  described.  They  are 
the  fear  of  the  explosive  power  of  words,  and  fear  of  the 
eloquence  “which  sets  reason  on  fire.”  I  need  not  labor  the 
obvious.  We  all  know  that  the  words  most  commonly  used  in 
political  and  social  discussions  are  often  surcharged  with 
emotional  content.  Such  terms  as  tyranny,  exploitation,  in¬ 
justice,  to  say  nothing  of  liberty  and  slavery,  resemble  certain 
high  explosives  which  can  be  handled  safely  under  right 
conditions,  but  may  blow  us  to  pieces  under  wrong 
conditions.  Words  which  may  be  safely  used  in  a  Sunday 
School  class,  where  the  emotional  atmosphere  is  usually 
tepid,  may  become  horribly  dangerous  in  an  assembly 
of  malcontents,  when  the  tension  of  emotion  is  electric.  But 
this  merely  means  that  the  validity  of  the  fears,  which  all  of 
us  harbor  to  some  extent,  depends  entirely  upon  the  conditions 
which  happen  to  obtain.  And  this  matter  belongs  to  my 
third  division. 

By  far  the  most  important  restraints  which  guard  sta¬ 
bility  and  oppose  both  change  and  freedom  consist  in  the 
demands  which  we  all  make  (whether  consciously  or  not) 
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for  the  fulfilment  of  certain  conditions  before  the  full  claim 
of  freedom  is  admitted.  These  conditions  apply  both  to  the 
persons  to  whom  the  right  of  utterance  is  to  be  granted,  and 
to  the  circumstances  in  which  the  right  may  be  exercised. 
Taking  first  the  recipients  or  claimants  of  the  right,  we  may 
illustrate  by  an  example  the  kind  of  conditions  which  common 
sense  imposes.  Among  educated  people,  few  would  be  found 
to  deny  that  Socrates  had  earned  the  right  to  proclaim,  at 
every  street  corner,  his  criticism  of  the  mistaken  opinions, 
in  religion  and  ethics,  accepted  by  his  fellow-citizens;  and 
among  protestants  few  would  hesitate  to  say  that  Luther 
had  equally  earned  the  right  to  serve  truth  by  free  exposure  of 
established  fallacies.  Why?  Because  in  both  cases  the  claim 
was  justified  by  the  intensity  of  the  speaker’s  convictions, 
flowing,  in  the  one  case,  from  the  illumination  of  knowledge — 
the  result  of  his  “life-long  devotion  to  the  Good”' — in  the 
other  from  the  fire  of  faith,  built  up  and  fed  by  years  of 
effort  and  meditation.  These  are  extreme  examples,  no  doubt, 
but  they  illustrate  one  of  the  conditions  upon  which  we  all 
insist,  in  some  degree  at  least.  The  right  to  claim  the  right 
of  freedom  demands  certain  definite  qualifications  on  the  part 
of  the  claimer.  He  must  not  only  be  in  earnest;  he  must  also 
possess  something  approaching  real  knowledge  of  what  he  is 
talking  about,  or  a  faith  transcending  knowledge.  If  not, 
we  are  inclined  to  be  lukewarm  about  his  claim,  exactly  as 
every  scholar  is  lukewarm  about  anyone’s  claim  to  be  allowed 
to  hold  forth  on  a  subject  of  which  he  has  not  even  mastered 
the  first  principles. 

I  admit  that  it  is  harder  to  recognize  the  qualifications 
or  the  lack  of  them  in  the  political  field.  There  it  is  appar¬ 
ently  easy  to  take  up  the  shield  of  faith  (of  a  sort)  at  re¬ 
markably  short  notice;  and  knowledge,  profound  study  and 
meditation  are  not  the  common  qualities  of  those  who  have  a 
policy  to  push.  We  may  go  farther  and  say  bluntly  that  no 
politician  really  knows  what  he  is  talking  about;  but  let  me 
hasten  to  add — to  avoid  certain  and  grievous  misunderstand¬ 
ing — that  this  simply  means  that  even  the  wisest  of  us,  qua 
politicians,  do  not  possess  knowledge  but  only  opinion,  since 
in  the  general  field  of  political  change  knowledge  is  not  avail¬ 
able.  Nevertheless,  our  condition  is  fulfilled  if  the  claimant 
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of  freedom  not  only  possesses  a  real  faith  in  the  cause  which 
he  advocates,  but  has  also,  earnestly  and  over  a  long  period, 
lived  with  his  faith  and  so  put  it  daily  to  the  test  of  his  own 
and  other  people’s  vital  experience.  For,  in  the  last  resort, 
the  strength  of  the  claim  of  political  free  speech  does  not 
rest  upon  any  exalted  theory  of  the  relation  of  freedom  to 
the  cause  of  truth  or  to  the  growth  of  knowledge.  The  claim 
is  a  strong  one  just  because,  in  any  society,  it  is  important 
that  full  expression  should  be  given  to  the  sense  of  vital  need 
on  the  part  of  any  group  of  citizens.  But  vital  needs  must 
not  be  confused  with  shallow  theories  or  transient  whims. 

It  is  for  this  reason,  I  think,  that  many  firm  believers 
in  freedom  find  their  enthusiasm  running  rather  lukewarm 
in  regard  to  some  of  those  who  claim  the  right  of  free  speech. 
We  feel  that  they  are  not  quite  sound  claimants.  I  do  not 
suggest  that  they  are  not  sincere.  But  I  do  mean  bluntly  that 
they  are,  in  a  sense,  dilettantes,  playing  with  the  rather  tre¬ 
mendous  ideas  which  they  advocate,  not  living  with  them  in 
the  way  in  which  Socrates  and  Luther  lived  in  and  with  their 
ideas.  It  is  easy — much  too  easy — to  be  captivated  by  a  new 
theory  of  life,  or  a  new  scheme  of  social  organization.  Per¬ 
haps  it  does  no  harm,  in  youth  or  in  old  age,  to  fall  in  love 
several  times  with  new  and  attractive  schemes.  There  is  no 
reason  why  we  should  not  wish  to  proclaim  our  infatuation, 
and  try  to  win  the  equally  devoted  allegiance  of  others.  But 
we  are  Sophists  rather  than  philosophers ;  and  there  is  reason 
to  hesitate  before  we  claim  the  right  to  say  to  our  community, 
with  all  the  force  and  privilege  of  public  oratory:  “This  is 
the  one  and  only  scheme  of  life  worthy  of  your  devotion.” 

Incidentally,  these  considerations  have  a  pertinent  bear¬ 
ing  upon  the  discussion  (recently  claiming  much  attention) 
of  the  right  of  school  children  to  pour  out  their  emotions 
more  or  less  publicly,  upon  the  rather  important  topics  of 
religion  and  social  reformation.  If  what  I  have  suggested 
is  correct,  then  the  most  sensible  attitude  to  adopt  toward  the 
whole  matter  would  seem  to  be  one  of  good-natured  tolerance. 
The  last  thing  we  wish  to  do  is  to  flatter  the  children  by  our 
seriousness,  or  to  encourage  them  to  imagine  that  what  they, 
at  the  moment,  think  or  say  is  of  any  importance  whatever. 
They  are  a  little  like  a  group  of  children  marching  singing 
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down  the  street.  The  noise  is  a  nuisance;  they  may  even  be 
doing  a  slight  injury  to  their  voices.  But  it  would  be  foolish 
to  take  any  action  which  would  suggest  that  their  noise  had 
any  relation  to  real  music,  or  that  they  themselves  had  any 
resemblance  to  a  choir  of  real  singers.  And  possibly  the 
same  attitude  holds  good  towards  undergraduates.  In  a 
country  which  has  escaped  the  grave  danger  of  a  student 
body  arrogating  to  itself  the  place  of  a  fifth  wheel  of  the 
political  coach,  it  is  perhaps  good  policy  to  allow  the  imma¬ 
ture  citizens  at  our  universities  to  work  off  their  fervid  and 
often  generous  emotions  in  an  atmosphere  of  sympathetic 
tolerance. 

In  addition  to  the  qualifications  of  the  claimant,  we  also 
demand  the  fulfilment  of  certain  conditions  under  which  the 
freedom  claimed  shall  or  shall  not  be  allowed  to  operate.  In 
general,  these  conditions  are  connected  with  the  degree  of 
tension  believed  to  exist  at  any  moment  in  the  social  atmo¬ 
sphere.  We  can  safely  assert  that,  in  certain  circumstances, 
everyone  will  agree  that  the  intensity  of  this  tension  must 
limit  the  exercise  of  freedom,  both  of  action  and  of  utterance. 
But  beyond  this  we  cannot  go.  At  normal  times,  the  fears 
of  some  citizens  are  the  laughing-stock  of  others;  and  who 
shall  say  which  group  is  right?  For  in  this,  as  in  many 
matters,  our  judgment  of  existing  conditions  is  largely  deter¬ 
mined  by  our  desires ;  and  this  defect  applies  equally  to  those 
who  do  not  want  change  and  to  those  who  do.  I  must  there¬ 
fore  be  content  to  point  out  that,  behind  any  strong  opposi¬ 
tion  to  the  claim  of  freedom,  there  is  usually  a  firm  belief 
that  this  particular  condition  of  safety  is  not  fulfilled;  and 
this  belief  is  exactly  as  respectable  as  the  opposite  belief. 

May  I,  in  this  connection,  point  out  a  rather  common 
fallacy?  We  are  often  urged  to  follow  the  example  of 
England,  where  remarkable  freedom  of  speech  is  permitted 
in  most  open  spaces.  The  picture  is  presented  of  Hyde  Park 
on  any  Sunday  afternoon,  with  numerous  orators  on  their 
particular  soap-boxes  pouring  forth  violent  utterances  about 
Atheism,  Communism,  Tariff  Reform,  and  the  Apocalypse,  in 
the  presence  of  apathetic  crowds  watched  over  by  one,  or  at 
most  two,  exceedingly  bored  policemen.  Nobody  takes  any 
harm,  and  “a  good  time  is  had  by  all.”  But  the  analogy  is 
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a  thoroughly  bad  one.  The  people  of  England  differ  from 
ours — and  perhaps  from  all  others —  in  many  qualities  of 
vital  importance.  They  are  remarkably  homogeneous;  they 
have  no  alien  elements  to  bother  about;  they  are  almost 
impervious  to  foreign  ideas ;  they  have  been  inured  to  gen¬ 
erations  of  free  discussion  in  bar-parlors  and  at  street 
corners ;  and  they  are  the  most  hardened  listeners  in  the 
world.  And  a  still  more  vital  difference  has  been  brought 
about  by  the  history  of  the  last  hundred  years.  It  may  be 
said,  I  think,  that  in  England  the  forge  at  which  revolution¬ 
ary  schemes  are  fashioned  has  passed  from  the  market-place 
to  the  organized  gatherings  of  homogeneous  workers,  ranging 
from  the  Shop  Committee  to  the  Trades  Union  Congress; 
and  an  ultra-conservative  to-day  would  find  it  more  profitable 
to  re-enact  the  Combination  Acts  than  to  bother  about 
Peterloo  meetings.  But  this  is  not  the  case  in  this  country. 
Organized  labor  is  weak;  homogeneity  of  workers  is  slight; 
and  open-air  tension  is  far  greater. 

But  I  admit  that  the  subject  of  tension  is  a  slippery  one, 
and  full  of  contradictions.  It  may  fairly  be  urged  that  the 
increase  of  tension  is  itself  a  mark  of  increased  earnestness 
on  the  part  of  those  who  are  intent  upon  change  and  freedom 
to  advocate  change;  and  is  therefore  evidence  of  the  deep 
sense  of  need  on  which  the  valadity  of  their  claim  rests.  At 
the  same  time,  the  opposition  of  authority  increases  both  the 
tension  and  the  earnestness — if  this  has  its  roots  in  reality 
of  need;  and  thus  the  friends  of  stability  may  unwittingly 
serve  the  cause  of  the  champions  of  change.  The  latter  are 
unlikely  to  show  an  embarrassing  gratitude ;  we  are  not  prone 
to  thank  the  influences  which  thwart  our  impatience.  But 
we,  who  are  trying  to  be  philosophical,  may  remind  ourselves 
of  two  fairly  obvious  facts.  First,  that  the  social  process 
requires  a  measure  of  slowness  in  all  important  change,  even 
in  the  righting  of  apparently  plain  injustices.  For  in  pro¬ 
portion  to  the  complexity  of  the  organism  which  we  call 
society,  the  absorption  of  change  involves  innumerable 
adjustments  throughout  the  whole  of  its  tissue.  And  if  our 
common  talk  of  evolutionary  as  opposed  to  revolutionary 
change  means  anything,  it  means  that  we  are  prepared  to  let 
the  exigencies  of  the  social  process  curb  our  impatience. 


Freedom  in  Our  Time 


71 


Secondly,  the  delay  imposed  by  restraint  is  at  once  a  test  and 
an  opportunity.  A  test,  of  course,  since  all  suppression 
reveals  the  strength  or  weakness  of  the  force  suppressed.  An 
opportunity  also,  though  not  so  obviously;  for  it  is  fair  to 
remember  that,  so  long  as  we  are  denied  the  completely  open 
field  for  the  advocacy  of  our  innovations,  we  are  thereby 
induced  to  do  what  is  obviously  still  necessary,  namely,  to 
carry  on  the  championship  of  our  cause  in  the  limited  arena 
of  more  sedate  argument,  addressed,  by  writing  or  by  speech, 
to  the  citizens  who  read  journals  and  discuss  ideas.  This 
opportunity  is  not  now  denied  to  us  in  any  Anglo-Saxon 
community;  and,  while  that  is  so,  we  can  at  least  continue 
to  advance  our  cause  among  those  very  people  whose  opposi¬ 
tion  or  apathy  is  the  reason  for  the  continuance  of  the 
restraint  of  which  we  complain. 

I  should  run  into  violent  opposition  if  I  suggested  that 
any  particular  standard  of  intelligence  or  education  is  to  be 
demanded  of  the  citizens  among  whom  freedom  of  speech 
is  to  be  allowed  full  scope.  I  have  already  insisted  that  what 
we  desire  to  elicit  is  not  any  contribution  to  truth  or  know¬ 
ledge,  but  the  full  expression  of  the  sense  of  vital  needs  on 
the  part  of  all  citizens,  and  their  reactions  (largely  a  matter 
of  feeling)  to  suggestions  of  change.  Intellectual  qualifica¬ 
tions  seem,  therefore,  to  be  rather  beside  the  point.  Further, 
to  insist  upon  such  qualifications  would  be  a  contradiction  of 
democratic  principles.  It  is  surely  enough  that  our  citizens 
should  be  sane,  white,  and  over  twenty-one.  There  is,  how¬ 
ever,  one  puzzling  fact  which  suggests  a  different  conclusion. 
Will  you  allow  me  to  explain  this  in  a  personal  way?  I  have 
never  been  able  to  find  any  answer  to  the  main  arguments 
of  the  modern  champions  of  freedom.  The  writings  of  all  of 
them,  from  Mill  to  Laski,  carry  complete  conviction.  But  I 
have  discovered  that  all  the  time  I  have  made  a  tacit  assump¬ 
tion.  I  know,  or  think  I  know,  that  I  am  of  the  same  mental 
calibre  as  Mill  and  Laski;  and  I  unconsciously  envisage  a 
society  composed  of  citizens,  not  of  course  as  wise  as  myself 
or  Mill,  but  at  least  possessed  of  a  high  level  of  critical 
intelligence.  And,  applied  to  such  a  society,  the  arguments 
for  freedom  are  unanswerable.  But  society  is  not  like  that; 
nor,  in  my  normal  moods,  am  I.  We  are  not  morons;  but, 
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compared  with  a  Mill,  we  are  rather  fickle  weathercocks, 
emotionally  unstable,  mentally  indolent,  and  wholly  uncritical 
when  our  interests  and  desires  are  closely  involved.  And, 
in  reference  to  such  a  society,  the  pleas  for  liberty  lose  much 
of  their  force. 

I  have  so  far  done  no  more  than  suggest  certain  deep- 
seated  elements  which  tend  to  resist  the  demand  for  freedom 
and  therefore  for  change.  But  I  do  not  pretend  to  assess 
the  validity  of  these  elements  of  stability  and  restraint. 
There  is  no  possible  norm  to  which  we  can  appeal.  We  are 
left  with  the  bare  fact  that  the  reactionary’s  instinct  of 
stability  is  exactly  as  valid  as  the  revolutionary’s  impulse 
towards  change.  The  sole  test  of  the  validity  in  each  case 
is  the  depth  of  the  social  experience  behind  the  particular 
attitude. 

Let  me  then  make  a  rather  different  approach.  I  have 
called  the  demand  for  freedom  a  demand  for  an  implement 
of  change.  That  will  be  allowed  by  all  who  admit  that  the 
demand  is  always  the  battle-cry  of  “progressives,”  or,  more 
accurately,  the  slogan  of  change-seekers.  If  so,  the  validity 
of  the  demand  is  really  relative  to  the  quality  of  the  change 
desired;  and,  in  the  absence  of  any  possible  criterion  of 
freedom  as  such,  this  relativity  must  be  conceded.  Please 
remember  that  I  am  not  dealing  with  freedom  as  an  open 
door  for  the  expression  of  personality.  Whatever  such  ex¬ 
pression  may  be  worth,  it  does  not  require  to  be  manifested 
in  the  market-place.  But  as  a  social  prerogative,  the  right 
to  freedom  must  be  considered  in  relation  to  the  result  of 
the  activity  for  which  the  freedom  is  claimed ;  in  other  words, 
to  the  quality  of  change  advocated.  And  I  need  not  insult 
the  intelligence  of  social  and  political  theorists  by  any  labored 
arguments  to  show  that  there  is  no  criterion  of  progress 
which  can  be  applied  in  advance  of  events,  or  that  our  argu¬ 
ments  in  favor  of  change  are  nothing  more  (nor  less)  than 
the  exhibit  in  logical  dress  of  our  particular  impulse  toward 
a  better  state.  Now  this  plunges  the  idea  of  freedom  into 
a  medium  of  complete  relativity,  among  the  desires  and  feel¬ 
ings  which  wax  and  wane  in  the  arena  of  social  and  political 
striving.  In  this  arena,  the  passion  for  freedom  appears 
(and  must  appear)  as  an  intermittent  fever;  and  if  the  fever 
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runs  its  course,  it  cures  itself.  Or,  avoiding  metaphor,  we 
may  expect  to  find  that  the  most  passionate  ebullitions  of  the 
desire  for  freedom  lead,  naturally  and  automatically,  to  the 
repudiation  of  the  freedom  originally  claimed.  This  is,  of 
course,  the  explanation  of  the  paradoxical  fact  that  the  most 
vehement  advocates  of  freedom  are  usually  advocates  of  a 
changed  society  whose  conditions  will  exclude  the  freedom 
which  they  now  extol.  For,  unless  they  are  sheer  anarchists, 
they  are,  one  and  all,  aiming  at  a  very  carefully  regulated 
society,  which  is  regarded  as  good,  and  in  which  every  indi¬ 
vidual  must  obediently  fill  his  assigned  place  and  function, 
in  a  silent  acquiescence  from  which  freedom  of  complaint, 
criticism,  and  demand  for  radical  change  are  necessarily  kept 
within  strict  limits.  And  this,  of  course,  is  true,  whether  the 
changed  society  be  classified  as  socialism  or  communism  or 
fascism  or  benevolent  autocracy  or  a  planned  economy  on 
so-called  democratic  lines.  To  put  the  matter  in  an  extreme 
way,  it  seems  inevitable  that  the  chief  advocates  of  freedom 
should  be  at  all  times  waiting  to  become  tyrants,  or  that  the 
children  of  advanced  liberalism  are  doomed  in  the  end  to 
devour  their  parent.  For  even  equality,  the  sister  of  liberty, 
turns  against  the  liberty  which  is  so  close  a  relation.  Politi¬ 
cally  applied,  it  leads  to  majority  rule;  and  the  tyranny  of 
fifty-one  per  cent  of  one’s  equals  is  not  the  least  objectionable 
form  of  tyranny.  Further,  the  intermittent  fever  is  likely  to 
recur  at  shorter  and  shorter  intervals.  No  one  denies  the 
appalling  growth  of  social  complexity,  and  therefore,  of  the 
need  for  more  numerous  and  more  rapid  readjustments. 
Change  and  the  desire  for  change  are  the  inevitable  concomi¬ 
tants  of  complexity.  It  is  certain,  therefore,  that  no  planned 
economy  can  be  expected  to  stand  stable  for  more  than  a  few 
years — unless  the  autocrat  avoids  the  necessity  of  sitting  on 
the  safety-valve  by  deliberately  throttling  the  engine.  Con¬ 
sequently,  the  demand  for  the  use  of  the  most  potent  imple¬ 
ment  of  change  will  be  pushed  into  prominence  again  as 
quickly  as  the  thought  of  possible  improvements  occurs.  And 
this  means  that  freedom  is  not  a  social  principle  at  all,  but 
a  relative  something,  devoid  of  quality  in  itself,  and  incapable 
of  acquiring  quality  until  it  is  defined  as  a  particular  form  of 
free  activity  pointed  towards  a  particular  end. 
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We  are  reduced,  then,  to  the  admission  that  the  claim  to 
freedom  is  a  single  element  in  the  social  process,  to  which, 
of  course,  it  is  entirely  relative.  The  claim  is  connected  at 
all  times  with  the  innovating  impulse  which  calls  itself  pro¬ 
gressive.  It  is  opposed  by  the  instinct  of  stability,  which 
calls  itself  sane  and  conservative.  The  rival  claims  of  inno¬ 
vation  and  stability  must  be  settled  first,  before  any  judgment 
can  be  expressed  concerning  the  claim  to  freedom.  And  the 
freedom  claimed  must  be  regarded  simply  as  an  implement 
of  change,  just  as  the  power  of  authority  is  an  implement  of 
stability.  The  opposing  parties  fight  for  the  right  to  use 
their  respective  implements.  There  is  no  umpire  or  arbiter 
of  the  fight.  There  is  and  can  be  no  settlement  of  the  claim 
by  reason.  The  battle  is  a  recurrent  one  and  must  be  so, 
until  the  social  progress  ends  in  the  attainment  of  a  perfect 
state.  It  is  inevitable  that  the  combatants  in  the  battle  will, 
in  many  cases,  move  from  one  side  to  the  other  as  time  goes 
on.  For  the  extremest  advocates  of  freedom,  if,  gaining  the 
use  of  their  implement,  they  also  gain  their  end,  must  turn 
round  and  forbid  the  use  of  the  implement  to  others,  in  order 
to  preserve  the  end  attained.  But  this  merely  means  that 
social  life  oscillates  between  partial  stability  and  partial 
instability,  in  an  endless  series  of  waves.  And  we  short-lived 
people  grow  from  unstable  youth  to  an  old  age  which  desires 
peace;  and  it  may  be  that  our  place  in  the  battle  for  freedom 
is  the  right  one  at  each  stage.  In  other  words,  both  sets  of 
combatants  are  equally  right  and  equally  wrong.  The  issue 
can  mly  be  decided  when  the  groping  movement  of  the 
soc  ety’s  life  pushes  one  or  the  other  set  out  of  the  field — 
ur  cil  the  next  battle  is  joined. 

We  are  thus  left  with  a  conclusion  from  which,  as  a 
politician,  I  may  vehemently  dissent,  but  which,  as  a  would-be 
political  philosopher,  I  feel  bound  to  accept.  Every  attempt 
to  establish  a  social  principle  of  freedom  is  as  vain  as  the 
attempt  to  establish  a  social  principle  of  change.  The  argu¬ 
ments  of  the  claimants  of  freedom  gain  a  spurious  validity 
from  the  appeal  to  progress,  just  as  all  counter-arguments 
gain  a  spurious  validity  from  the  appeal  to  order.  And  the 
freedom  claimed  acquires  additional  plausibility  from  the 
ease  with  which  it  is  confused  with  the  true  principle  of 
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freedom,  namely,  complete  subordination  to  good  law  in  a 
good  state.  Change  does  indeed  require  freedom  of  action 
and  of  utterance;  and  stability  does  indeed  require  restraint 
of  both  action  and  utterance.  But  neither  change  nor  stability 
has  any  quality  whatever  of  goodness  or  badness;  conse¬ 
quently,  freedom  and  restraint  are  equally  devoid  of  quality. 
As  advocates  of  one  or  the  other,  we  do,  of  course,  endow 
them  with  quality ;  but  that  is  simply  because  we  have  already, 
in  our  thoughts,  chosen  to  give  an  arbitrary  quality  to 
some  particular  change  or  to  some  existing  element  of 
stability.  And  the  battle  for  freedom  is  nothing  more  than 
a  phase  of  the  recurrent  battle  for  change,  in  which  the  pro¬ 
tagonists  are  doing  nothing  more  (and  nothing  less)  than 
exhibit  the  impulses  and  instincts  which  emanate  from  the 
depths  of  their  social  experience,  giving  them  both  an  exactly 
equal  right  to  say:  “We  represent  the  true  sense  of  need  of 
our  Society.” 

“Vive  la  liberte,”  then;  or  more  power  to  the  forces  of 
change  if  and  when  the  change  is  really  desirable. 


AN  ECONOMIC  COUNCIL  FOR  CANADA 


A.  BRADY 

This  paper  does  not  attempt  the  difficult  task  of  outlining 
a  program  of  economic  planning  for  Canada.  More  modestly 
it  is  concerned  with  describing  the  possible  place  and  character 
of  a  new  organization  essential  for  the  achievement  of  even  a 
minimum  amount  of  national  economic  planning.  One  of  the 
most  imperative  tasks  in  a  representative  democracy  is  the 
creation  of  agencies,  or  the  improvement  of  existing  agencies, 
which  will  give  new  guidance  and  control  in  economic  life.  In 
this  paper  I  deal  with  what  might  be  described  as  an  intelli¬ 
gence  staff  for  advising  on  economic  and  social  policies  in 
Canada.  At  the  outset  I  feel  compelled  to  formulate  in  an 
almost  absurdly  simple  fashion  a  few  beliefs  which  lie  at  the 
foundation  of  the  subsequent  argument.  They  will  appear  as 
nothing  more  than  truisms,  but  truisms  which  do  not  go 
entirely  unchallenged  in  the  modern  world. 

Firstly,  the  state  is  the  foremost  agency  in  securing 
social  ends,  and  through  its  diverse  institutions  it  is  best  able 
to  exercise  that  control  over  economic  life,  which,  as  events 
increasingly  demonstrate,  is  essential  in  the  social  interest. 
In  summary,  the  belief  of  the  eighteenth  and  nineteenth  cen¬ 
tury  thinkers  in  the  providential  guidance  of  natural  law  is 
outworn.  We  can  put  very  little  further  reliance  in  the 
invisible  hand.  No  longer  can  we  trust  that  those  “individual 
inclinations,”  which  were  so  extolled  in  the  pages  of  Adam 
Smith,  will  bring  economic  prosperity  and  general  felicity.  We 
are  inexorably  forced  to  place  dependence  upon  collective 
action,  which  means  action  by,  or  under  the  aegis  of,  the  state, 
for  the  mastery  over  economic  forces.  We  have  all  become 
collectivists  in  some  degree. 

Secondly,  in  asserting  collective  control  we  must,  if  we 
are  to  avoid  shipwreck,  apply  the  methods  of  social  science, 
and  consistently  endeavor  to  improve  them.  There  is  no  safe 
recourse  in  the  search  for  social  stability  other  than  rigorous 
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analysis,  designed  to  discover  the  relation  of  parts  to  the  whole. 
Thereby  we  can  approximate  to  a  view  of  the  economic  life  of 
a  given  community  somewhat  comparable  to  the  photograph 
of  a  scene.  True  it  is  only  the  initial  step  in  preparing  for 
and  prescribing  collective  action.  But  it  is  profoundly  im¬ 
portant. 

With  the  statement  of  this  truism,  I  reach  the  real  begin¬ 
ning  of  my  subject.  The  primary  task  of  an  economic  council 
is  to  achieve  as  accurate  a  picture  of  the  economic  life  of 
the  nation  as  is  possible,  and  consistently  to  present  that  pic¬ 
ture  to  those  who  determine  and  execute  policy.  By  this  I 
do  not  mean  that  the  council  is  to  present  merely  statistical 
facts.  The  facts  help  to  form  the  picture,  but  only  when  read 
by  skilled  and  imaginative  minds;  in  other  words,  only  when 
interpreted.  The  complete  picture  will  not  show  wholes  only, 
but  parts  and  relationships.  It  will  reveal  not  merely  that  a 
certain  basic  industry  has  the  capacity  to  produce  so  much, 
but  also  that  there  is  an  inadequate  mechanism  of  distribution, 
as  evidenced  by  the  absence  of  consumption  among  certain 
classes.  A  picture  which  is  thus  complete  will  focus  thought 
upon  the  problem  involved,  which  may  in  this  case  be  a  prob¬ 
lem  of  distribution,  and  prepare  the  way  for  necessary  social 
and  economic  adjustments.  Perhaps,  more  concretely,  one 
might  say  that  the  task  of  such  a  council  is  to  determine  the 
degree  to  which  the  economic  activities  within  the  state  are 
satisfactorily  co-ordinated,  and  in  performing  this  task  it  must 
make  a  regular  audit  of  the  nation’s  economic  life,  watching 
the  economic  changes,  scrutinizing  their  effects,  determining 
the  causal  factors,  and  evaluating  the  influence  of  new  policies. 
Here,  in  truth,  we  have  an  economic  general  staff,  concerned 
with  the  interpretation  of  phenomena  and  the  prescription  of 
policy,  but  unhampered  by  the  task  of  carrying  out  the  details 
of  the  policy.  For  these  details  and  their  execution,  the  line 
organization  rather  than  the  staff  organization  is  responsible. 

A  more  intimate  examination  of  an  economic  council  may 
be  attempted  under  the  two  headings  of  organization,  and 
possible  tasks,  with  particular  reference  to  immediate  Cana¬ 
dian  needs.  Economic  councils  have  long  passed  from  the 
stage  of  speculation.  In  the  post-war  era  they  have  been  on 
trial  in  certain  European  states.  A  detailed  description  of 
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them  would  be  out  of  place  in  the  present  paper,  but  a  few  of 
the  various  possible  types  may  be  indicated.  In  Russia  we 
have  almost  every  type,  most  important  of  which  are  the 
Supreme  Council  of  National  Economy,  an  expert  administra¬ 
tive  body,  and  the  State  Planning  Commission,  known  briefly 
as  Gosplan.  Gosplan  is  solely  an  advisory  committee.  In  1923, 
Trotsky  had  proposed  that  it  should  perform  executive  func¬ 
tions,  but  his  proposal  was  rejected  because  it  was  considered 
politically  undesirable  to  give  executive  authority  to  a  body 
which  was  then  composed  mainly  of  bourgeois.  Of  all  the  Rus¬ 
sian  councils,  it  is  perhaps  of  most  interest  to  those  considering 
an  economic  council  in  Canada  or  elsewhere,  because  it  illus¬ 
trates  what  an  important  role  a  purely  advisory  group  of 
technicians  may  play  in  passing  judgment  upon  the  plans  of 
all  economic  departments  and  in  assisting  to  mark  out  the 
future  roads  of  economic  expansion.  Its  exact  duplication  in 
Canada  might  not  be  expedient,  and  indeed  would  be  difficult 
because  of  the  significant  differences  in  the  framework  and 
character  of  the  two  states.  But  broadly  speaking,  an  economic 
council  in  Canada  should  have  similar  ends  and  a  somewhat 
similar  character;  namely,  it  .should  be  a  collection  of  econo¬ 
mists,  statisticians,  and  engineers  concerned  with  providing 
the  state  with  new  policies  for  the  co-ordination  of  economic 
life  and  the  furthering  of  social  interests.  I  am  under  no 
illusion  that  such  a  council  in  Canada  would  achieve  the  tan¬ 
gible  results  of  Gosplan  in  Russia,  unless  preceded  by  extensive 
socialization  of  industries.  The  reasons  are  numerous;  the 
most  obvious  being  the  fact  that  in  an  uncontrolled  economy 
most  plans  formulated  for  a  given  period  of  time  would  be 
impossible  to  execute.  Some  private  interests  would  find  it 
profitable  to  repudiate  them,  and  thereby  shatter  the  plans. 
In  any  case  in  a  capitalist  economy,  there  are  so  many  variables 
and  uncertainties  that  long-range  planning  by  any  council 
presents  innumerable  difficulties. 

Outside  of  Russia,  Germany  and  France  afford  experi¬ 
ments  in  the  working  of  economic  councils.  The  character  of 
the  German  council  is  too  well  known  to  require  much  descrip¬ 
tion.  It  is  a  large  body,  and  is  essentially  an  industrial 
parliament,  devised  to  give  representation  to  all  the  important 
industries  and  economic  interests  within  the  state.  All  the 
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important  work  with  which  it  may  be  credited  has  been  done 
by  small  committees  of  experts,  and  that  work  appears  to  be 
more  significant  than  is  popularly  assumed. 

In  France  the  council  is  a  much  smaller  body  —  forty- 
seven  as  constituted  by  the  original  government  decree  of 
January,  1925.  It  is  advisory  to  the  prime  minister,  who  is 
its  ex-officio  chairman.  But  it  is  not  simply  a  group  of  experts. 
It  is  designed  to  represent  the  triple  division  of  the  nation  into 
consumers,  labor,  and  capital.  Its  work  consists  of  rendering 
advice  to  the  government,  passing  judgment  upon  proposed 
bills  dealing  with  economic  matters,  and  promoting  special 
studies  to  bring  into  sharp  relief  the  basic  interests  of  French 
national  economy.  Perhaps  the  most  significant  of  these 
studies  up  to  date  has  been  the  elaborate  report  on  French 
national  equipment  —  docks,  harbors,  railways,  telephones,  and 
telegraph  systems  —  with  an  analysis  of  the  necessary  future 
extension  or  improvement  of  this  equipment. 

If  we  were  to  draw  a  lesson  from  the  experience  of  the 
German  and  French  councils  for  use  in  the  constitution  of  a 
council  in  Canada,  it  would  be  a  negative  one  There  would  be 
little  gain  in  establishing  a  body  solely  to  represent  diverse 
industrial  interests.  It  might  give  rise  to  a  certain  amount  of 
useful  fraternizing  between  the  different  interests,  but  that 
advantage  is  likely  to  be  neutralized  by  the  amount  of  time 
squandered  in  debate,  and  by  the  increased  difficulty  of  reach¬ 
ing  conclusions,  owing  to  the  insistence  of  each  group  that  its 
interest  or  point  of  view  should  receive  complete  recognition. 
Often  the  conclusion  of  .such  a  council  would  represent  colorless 
and  useless  compromises,  which  would  add  little  of  value  to 
public  discussion.  To  express  the  argument  differently,  one 
might  say  that  what  is  requisite  is  not  a  will  organization, 
such  as  parliament,  but  a  thought  organization  wherein  each 
member,  instead  of  expressing  the  attitude  of  a  special  interest, 
acts  as  a  dispassionate  investigator,  seeking  a  complete  picture 
of  the  economy  and  the  relation  of  parts  to  one  another.  It 
would  be  folly  to  assume  that  such  an  investigator  would  be 
entirely  without  bias.  A  fundamental  difficulty  in  all  the  social 
sciences  is  the  difficulty  of  the  investigator  in  discounting  the 
subjective  element.  Social  and  economic  facts  are  facts  of 
conscious  experience  and  can  never  be  anything  else.  Person- 
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ality  we  are  unable  to  escape  from,  even  if  we  would.  This 
consideration,  however,  need  not  undermine  our  confidence  in 
the  value  of  seeking  impartiality.  Accurate  analysis  of  the 
country’s  economy,  with  fitting  recommendations  as  to  neces¬ 
sary  remedies,  can  never  come  from  a  special  representative, 
but  only  from  the  man  whose  dominant  passion  is  to  achieve 
accurate  analysis  and  nothing  more. 

What  I  would  suggest  as  an  ideal  economic  council  for 
Canada  would  not  be  a  collection  of  representatives,  but  a 
small  group,  perhaps  no  more  than  six,  which  according  to 
general  experience  is  the  most  effective  number  for  the 
organization  of  thought.  In  such  a  number  the  stimulus  to 
collective  thought  from  oral  communication  is  possible  in  the 
highest  degree.  Needless  to  say  the  group  in  question  should 
be  men  of  outstanding  ability,  gifted  with  clear  insight, 
thoroughly  conversant  with  industrial  and  social  relations, 
distinguished  by  public  spirit,  and  marked  by  uncompromising 
courage.  Also,  it  is  almost  unnecessary  to  add,  they  would 
need  to  be  men  above  political  bias,  and  freed  from  political 
pressures.  If  the  prescriptions  of  a  council  were  to  be  written 
mainly  with  an  eye  upon  what  was  useful  to  a  political  leader 
in  a  coming  campaign,  such  a  council  might  as  well  put  up  the 
shutters  and  close  the  shop.  It  would,  however,  be  very  dif¬ 
ferent  and  quite  legitimate  if  a  political  leader  adopted  the 
recommendation  of  the  council  on  a  major  question  and  made 
it  the  basis  of  an  appeal  to  the  electorate.  I  don’t  doubt  that 
at  a  given  time  it  might  be  difficult  to  discover  men  of  the  type 
required,  although  the  nucleus  of  such  a  group  could  be  found 
in  the  public  service  to-day.  One  need  scarcely  emphasize  the 
importance  of  obtaining  the  proper  personnel.  Poorly  staffed, 
the  council  would  be  worse  than  useless. 

This  council  must  have  contact,  on  the  one  hand,  with  the 
organized  interests  within  the  community,  and,  on  the  other, 
with  the  executive  of  the  day  and  the  departments  of  govern¬ 
ment.  Mo.st  of  the  councils  in  Europe  are  designed  to  give 
representation  to  the  economic  groupings  in  the  state,  and  it 
will  be  admitted  as  desirable  that  the  experience  of  every 
important  group  should  be  added  to  the  common  stock.  An 
economic  council  would  have  the  opportunity  of  utilizing  this 
experience  if  there  was  instituted  an  outer  and  representative 
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council,  composed  of  delegates  from  the  great  economic  asso¬ 
ciations  within  the  state.  This  outer  council  might  meet 
yearly,  or  even  more  frequently,  and  by  discussions  with  the 
experts  on  the  smaller  board  might  afford  them  evidence  other 
than  and  in  addition  to  statistical  data.  In  brief,  one  valuable 
purpose  for  which  the  European  councils  were  established 
would  be  partly  achieved  without  attendant  disadvantages, 
namely  the  granting  to  organized  interests  of  the  privilege  to 
voice  directly  their  views,  while  the  important  work  of  analysis, 
thought  and  recommendation  to  the  government  would  be  left 
with  the  small  and  select  group  of  permanent  councillors.  The 
outer  council  would  simply  be  a  convenient  instrument  whereby 
the  economic  intelligence  staff  could  correct  their  impressions 
of  the  social  and  economic  scene.  Statistics  alone  are  a  notori¬ 
ously  arid  diet  for  creative  thinking,  and  require  the  supple¬ 
menting  stimulant  of  personal  intercourse  between  investigator 
and  representatives.  Practically  every  standing  committee  of 
the  House  of  Commons  and  every  royal  commission  illustrates 
this  truth. 

To  turn  to  the  other  relationship  of  the  council,  that  with 
the  executive  and  the  departments  of  government,  the  most 
obvious  necessity  is  that  the  council  should  consistently  advise 
the  cabinet  on  economic  and  social  issues.  Its  function,  of 
course,  should  be  only  advisory,  and  a  cabinet  must  carry  re¬ 
sponsibility  for  rejecting  or  accepting  recommendations.  Apart 
from  the  questions  on  which  it  reports  to  the  cabinet,  the 
council  must  be  free  to  form  its  own  agenda  on  the  broad 
problems  of  economic  and  social  research.  Thereby  it  can  be 
guided  by  the  insight  of  its  members  instead  of  being  limited 
to  what  a  political  chieftain  considers  expedient.  On  these 
questions  of  research  it  might  be  free  to  publish  periodic 
reports  for  the  cultivation  of  public  opinion.  Such  reports 
would  presumably  have  the  standing  of  those  of  royal  com¬ 
missions. 

In  the  relations  of  the  economic  council  with  other  depart¬ 
ments  and  boards,  the  essential  need  would  be  one  of  co-ordina¬ 
tion.  Nothing  is  more  imperative  in  government  than  co-ordi¬ 
nation,  and  Ottawa  like  most  other  capitals  fails  to  achieve  it 
completely.  To  the  Bureau  of  Statistics  the  attachment  of  the 
economic  council  would  need  to  be  intimate  because  the  Bureau 
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would  obviously  be  its  commissariat  and  base  of  supplies.  The 
centralizing  of  statistical  compilation,  which  is  even  now  an 
admirable  feature  of  Ottawa  when  compared  with  London  and 
Washington,  would  require  to  be  carried  to  its  completion. 
Members  of  the  staff  in  the  Bureau  would  necessarily  supple¬ 
ment  the  labors  of  the  Council  in  the  carrying  out  of  researches. 
The  co-ordination  of  effort  must  apply  not  merely  to  the  council 
and  the  Bureau  of  Statistics,  but  to  the  council  and  practically 
all  the  research  and  administrative  boards  in  Ottawa.  It  is 
most  imperative  that  it  should  apply  to  the  council  and  the 
Tariff  Board,  the  Board  of  Railway  Commissioners,  the  Fuel 
Board,  and  the  Departments  of  Agriculture,  Commerce, 
Finance,  and  Labour.  No  policy  by  the  Canadian  government 
can  be  described  as  sensible  unless  it  rests  on  the  recognition 
that  such  things  as  freight  rates,  tariffs,  direct  taxes,  monetary 
regulation,  and  social  policies  are  all  so  intimately  related  in 
determining  production  and  consumption  in  the  country  that 
they  must  be  viewed  as  a  whole.  One  vital  function  of  an 
economic  council  is  to  view  them  as  such,  and  build  recom¬ 
mendations  upon  this  view.  As  I  have  mentioned  before,  it 
must  endeavor  to  see  the  completed  picture.  The  advisers  and 
principal  officials  in  a  given  department  are  not  apt  to  see  a 
problem  in  all  its  organic  relations.  In  a  typically  human 
fashion  they  will  see  it  only  partially  through  departmental 
lenses.  An  economic  council  must  enter  into  the  point  of  view 
of  all  administrators,  yet  be  capable  of  seeing  economic  issues 
without  departmental  prejudices.  In  that  way  alone  can  it 
provide  the  sanest  guidance  to  governments  and  the  public. 
In  that  way  only  can  it  play  the  role  aforetime  mentioned,  that 
of  an  economic  intelligence  staff.  It  must  bring  to  a  con¬ 
venient  and  useful  focus  all  the  vital  thought  within  the  public 
service. 

From  these  general  remarks  on  the  organization  and  func¬ 
tion  of  an  economic  council  one  may  properly  pass  to  the  more 
detailed  and  concrete  features  of  its  task.  It  is  often  assumed, 
and  was  so  argued  by  certain  witnesses  in  1931  before  the 
Committee  of  the  United  States  Senate  on  the  formation  of  an 
economic  council  in  the  United  States,  that  an  important  func¬ 
tion  of  such  a  body  would  be  that  of  stabilizing,  or  helping  to 
stabilize,  production  in  the  large  industries  of  the  country.  It 
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is  considered  that  the  council’s  accumulated  knowledge  of  the 
general  industrial  situation  would  help  it  in  doing  so;  that  its 
study  of  industrial  trends  would  enable  it  to  raise  a  signal  of 
alarm  when  an  economic  storm  was  brewing  in  the  distance, 
and  thus  urge  businesses  safely  to  draw  in  their  sails.  Doubt¬ 
less  this  might  be  an  admirable  task  for  a  council  to  perform. 
Everything  that  it  can  do  to  bring  equilibrium  into  economic 
life  is  legitimately  its  task.  But  I  am  not  of  the  opinion  that, 
supposing  we  were  to  establish  a  council  in  Canada  to-day,  its 
major  function  should  be  that  of  an  economic  barometer  for 
business.  I  am  frankly  doubtful  whether,  granted  the  wisdom 
of  enlightening  industries  as  to  when  they  should  limit  pro¬ 
duction,  we  can  achieve  this  limitation  in  a  quasi-competitive 
economy  by  means  of  an  economic  council.  Consider  briefly 
some  of  the  difficulties  and  hazards  of  the  task.  I  have  already 
hinted,  in  mentioning  the  Russian  experiment,  that  in  a  capi¬ 
talist  and  uncontrolled  economy  it  is  extraordinarily  difficult 
to  forecast  with  any  genuine  reliability  future  business  trends. 
Despite  the  labors  of  nimble  economic  statisticians  in  evolving 
techniques  for  the  study  of  the  business  cycle,  the  cycle 
remains  something  of  a  mystery,  and  in  a  world  where  we 
cannot  put  full  confidence  in  the  existence  of  a  given  and  regu¬ 
lar  order  in  economic  events,  it  must  remain  largely  a  mystery. 
The  method  of  historical  comparison  in  the  study  of  the  cycle, 
illustrated  by  the  work  of  such  men  as  Dr.  Warren  Persons, 
may  be  the  most  sensible  method.  It  is  not  for  me  to  judge. 
But  it  remains  a  fact  that  in  the  modern  world  the  forecasting 
of  future  industrial  trends  on  the  basis  of  what  has  gone  before 
has  decided  limitations.  There  are  too  many  forces  making 
for  the  disruption  of  previous  arrangements  and  situations; 
there  are  too  many  intrusions  of  new  influences,  which  help  to 
make  the  flow  of  events  different  from  anything  in  the  past. 
We  all  know  how  an  economic  analysis  to-day  may  lamentably 
fail  us  in  prescribing  for  to-morrow,  when  to-morrow  means  a 
few  years  hence.  Recent  Economic  Changes  was  compiled  by 
some  of  the  ablest  economists  and  statisticians  in  the  United 
States;  yet  the  concluding  chapter  of  this  informative  tome, 
in  the  year  1929,  contained  the  statement  that  “perhaps  no 
serious  setback  [to  American  industry]  will  occur  for  years 
to  come,”  a  statement  which  reads  strangely  in  1933. 
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I  do  not  wish  to  throw  cold  water  on  business  forecasting. 
It  is  an  excellent  thing  to  attempt  despite  its  difficulties  and 
its  rather  scanty  results.  It  is  thoroughly  in  the  spirit  of 
science  to  base  prediction  on  a  relationship  of  factors  which 
we  have  discovered  by  analysis.  For  this  purpose  we  may 
enthusiastically  welcome  all  advances  in  statistical  technique 
that  will  improve  the  attempts  at  prediction.  Here  I  am  merely 
concerned  with  emphasizing  the  fact  that  an  economic  council 
should  not  undertake  forecasting  as  its  primary  task.  And  in 
addition  to  the  difficulties  of  accurate  forecasting  there  is  a 
further  consideration.  Even  granted  that  the  future  trends 
in  a  capitalist  economy  could  be  read  with  some  accuracy,  an 
economic  council  would  be  embarrassed  in  securing  general 
acceptance  for  its  injunctions.  We  have  ample  illustrations  of 
the  futility  of  public  bodies  endeavoring  to  influence  the  action 
of  producers  whom  they  can  control  only  through  the  influence 
of  advice.  Witness  the  failure  of  the  American  Farm  Board’s 
campaign  to  get  farmers  to  reduce  their  acreage  in  the  face  of 
overproduction.  Witness,  also,  the  result  when  the  Department 
of  Agriculture  in  the  United  States,  after  a  careful  survey  of 
the  world  cotton  situation,  issued  a  warning  to  the  effect  that 
the  existing  conditions  of  supply  and  demand  indicated  a  likely 
decline  in  the  prices.  So  hysterical  was  the  criticism  in  the 
South  of  this  “bearish”  forecast  that  the  Department  of  Agri¬ 
culture  was  bidden  to  restrain  these  pronouncements  in  the 
future.  It  would  not  be  difficult  to  cite  additional  instances  of 
this  character.  And  we  may  be  certain  that  at  the  present  time 
no  easier  way  could  be  found  of  discrediting  a  freshly  estab¬ 
lished  economic  council  in  Canada  than  to  set  it  such  tasks. 

A  case  where  an  economic  council  might  have  some  effect 
in  helping  to  stabilize  production  would  be  in  industries  where 
there  were  powerful  trade  associations  or  co-operatives,  which 
could  somewhat  curb  and  direct  the  production  of  their  mem¬ 
bers.  In  these  cases  the  economic  council  might  advise  the 
associations  and  secure  their  assistance  in  stabilizing  produc¬ 
tion.  In  part,  this  is  the  plan  of  Mr.  Swope,  President  of  the 
General  Electric  Company  of  New  York,  although  he  does  not 
give  recognition  to  the  role  of  a  national  council,  assuming  that 
organized  business  itself  should  and  can  do  the  job.  In  our 
present  economy,  probably,  little  can  be  achieved  in  stabilizing 
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production  without  the  extension  of  co-operatives  and  trade 
associations.  Hence  a  council  might  properly  encourage  the 
formation  of  these.  This  it  could  do  through  the  outer  council 
of  industrial  representatives.  Business  analysis  and  forecast¬ 
ing  of  industrial  trends  for  the  benefit  of  business  —  if  this 
latter  is  to  be  attempted  at  all  —  should  be  left  to  the  Bureau 
of  Statistics. 

But  I  think  that  the  first  and  by  far  the  most  creative 
task  of  an  economic  council  in  Canada  would  not  be  that  of 
guiding  business  in  the  manner  mentioned.  It  would  rather 
be  that  of  guiding  the  government  in  those  matters  with  which 
the  state  is  called  upon  to  deal.  It  would  be  social  planning 
rather  than  business  planning.  Not  that  business  planning  is 
unimportant,  but  in  a  quasi-competitive  economy  business  plan¬ 
ning  must  mainly  be  done  by  business,  under  those  controls 
which  the  state  in  the  social  interest  may  find  it  imperative  to 
impose.  Business  may  fail  in  its  own  task.  Then  presumably 
the  only  alternative  is  more  socialization  of  business  by  some 
means  or  other.  But  the  immediate  problem  now  in  Canada, 
as  in  other  capitalist  countries  of  the  West,  concerns  how  the 
state,  recognizing  private  control  over  capital,  is  going  to 
advance  by  its  policies  the  social  interest.  If  an  economic 
council  is  to  serve  any  useful  purpose,  it  must  expend  thought 
upon  the  varied  implications  of  this  problem.  It  must,  in  a 
country  like  Canada,  endeavor  to  show  where  there  is  a  lack  of 
balance  or  equilibrium  in  economic  life,  and  how  the  various 
influences  exercised  by  the  state  through  tariffs,  taxes  and 
other  controls,  can  redress  this  balance.  In  a  groping  manner 
governments  seek  to  do  that  now.  An  economic  council  should 
strive  to  bring  more  order  and  plan  into  the  attempt,  and  to 
reduce  the  confusions  and  contradictions  of  existing  state  con¬ 
trols,  which  are  so  often  shattering  to  enterprise.  To  the  vari¬ 
ous  and  complex  questions  involved,  we  cannot  expect  from 
cabinets  consistent  and  prompt  answers.  Politicians  have  a 
heavy  burden  of  leadership  in  a  democratic  state,  and  must 
meet  incessant  demands  upon  their  time.  Political  art,  like 
every  other  art,  is  long,  and  time  is  fleeting.  The  thought  of 
political  leaders,  therefore,  requires  to  be  directly  supplemented 
by  that  of  men  whose  whole  energies  are  devoted  to  an  exami¬ 
nation  of  economic  policies  alone. 
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One  matter,  for  example,  on  which  an  economic  council 
could  be  very  helpful  in  a  depression  like  the  present  is  the 
subject  of  public  works  and  unemployment.  Public  construc¬ 
tion  is  commonly  considered  to  be  a  mode  of  attaining  some 
measure  of  balance  in  a  disturbed  economy.  Granted  that  we 
accept  the  general  case,  a  succession  of  difficult  questions  press 
for  an  answer,  and  these  questions  a  government  should  care¬ 
fully  answer  before  venturing  upon  public  construction.  What 
works  should  be  undertaken?  Should  roads  be  built  or  the 
slums  in  our  large  cities  removed  ?  How  .should  the  works  be 
administered  and  planned  to  attain  the  maximum  social 
benefit?  In  other  words,  should  they  be  brought  under  one 
departmental  administration  rather  than  be  scattered  under  a 
number?  How  are  they  to  be  financed  with  the  least  disloca¬ 
tion  to  public  finances  and  general  business  ?  How  much  should 
be  spent  upon  them  to  attain  a  measurable  effect?  Obviously 
these  and  like  questions  can  be  adequately  answered  only  by  a 
group  of  men  who  are  viewing  the  economy  of  the  country  as 
a  whole;  who  see  public  construction  not  as  a  thing  in  a 
vacuum,  but  as  something  involving  sharp  repercussions  upon 
varied  phases  of  the  economic  life.  In  such  a  project  as  public 
construction  one  state  cannot  readily  imitate  another.  If  con¬ 
struction  is  to  have  any  benefit,  it  must  be  related  intimately 
to  the  economic  character  and  condition  of  the  country.  That 
task  requires  the  knowledge  and  judgment  of  the  men  who 
would  constitute  a  council  such  as  I  have  described. 

The  potential  value  of  a  council  might  further  be  illus¬ 
trated  by  reference  to  such  a  national  interest  as  transporta¬ 
tion.  We  have  in  Canada  what  might  be  called  peculiarly  a 
transportation  economy.  We  are  almost  overcon.scious  of  the 
fact.  Many  of  the  acute  problems  of  transportation  emerge 
from  basic  physical  facts;  such  as,  the  existence  of  a  system 
of  natural  waterways,  open  only  for  part  of  the  year,  and  the 
long  distances  which  in  so  many  cases  .separate  centres  of 
population.  Clearly  the  needs  of  transportation  should  be 
viewed  for  the  country  as  a  whole,  and  with  due  attention  to 
these  basic  physical  facts.  Only  thereby  can  there  be  assur¬ 
ance  that  natural  advantages  will  be  utilized  at  least  cost  and 
in  a  manner  most  beneficial  to  the  entire  community.  Railway 
boards  naturally  see  transportation  only  from  the  angle  of 


An  Economic  Council  for  Canada 


87 


railways.  It  is  not  wise,  therefore,  that  their  influence  alone 
should  play  upon  the  government,  nor  is  it  likely  to  in  a  demo¬ 
cratic  state.  The  advice  of  railway  boards  requires  to  be 
supplemented  by  that  of  some  such  body  as  an  economic 
council,  concerned  with  studying  transportation  in  relation  to 
all  important  features  of  the  economy.  The  primary  task  of 
such  a  council  should  be  to  watch  the  fluctuating  conditions 
which  periodically  create  the  transportation  problems  of  the 
country,  and  to  prescribe  means  whereby  railways,  motor 
services,  aeroplanes,  and  water  transport  may  be  co-ordinated 
in  such  manner  as  will  prevent  unnecessary  competition  and 
promote  that  which  is  by  no  means  an  abstraction,  the  national 
interest. 

Perhaps  I  have  said  enough  to  indicate  the  very  consider¬ 
able  tasks  which  would  confront  such  a  council  as  I  have 
described.  With  its  primary  obligation  of  providing  advice  as 
to  how  Canada  can  secure  a  balanced  economy,  its  thought 
would  necessarily  be  directed  to  many  different  matters,  and 
could  not  neglect  attention  to  readjustments  in  international 
finance  and  commerce  as  they  affect  Canada.  Nor  could  it 
neglect  continuous  attention  to  the  difficult  problem  of  secur¬ 
ing  an  increase  in  the  consumption  of  the  people  to  keep  pace 
with  an  increase  in  their  production.  If  there  is  a  considera¬ 
tion  that  I  would  particularly  stress,  it  is  that  the  council 
should  be  the  one  important  public  agency  for  the  co-ordination 
of  thought  on  economic  and  social  policy.  Six  men,  however 
brilliantly  endowed,  cannot  do  all  the  necessary  thinking.  That 
would  be  folly  to  suggest,  and  I  am  not  suggesting  it.  But 
six  able  men  could  co-ordinate  all  the  important  and  creative 
thought  on  economic  and  social  matters  in  the  country,  and 
bring  it  directly  to  bear  on  the  government,  rejecting  by  their 
own  rigorous  thinking  the  dross. 

Such  a  council  is  particularly  necessary  owing  to  the 
character  of  Canadian  democracy.  Hitherto  Canada  has  been 
governed  by  the  competing  pressures  of  regional  groups,  and 
in  this  rough  process  the  scale  is  generally  tilted  in  favor  of 
one  or  other  strong  sectional  interest.  Since  it  is  the  usual 
contention  that  as  a  democracy  Canada  cannot  be  governed  in 
any  other  way,  it  may  seem  a  waste  of  time  to  consider  the 
establishment  of  an  economic  council  designed  to  prescribe 


88 


Canadian  Political  Science  Association 


policies  for  Canada  as  a  unified  economy.  But  the  value  of  a 
council  would  dwell  precisely  in  its  capacity  to  focus  attention 
increasingly  on  the  interests  of  the  whole,  and  the  relation  of 
parts  to  the  whole.  It  would  make  articulate,  not  perfectly 
but  better  than  is  the  case  to-day,  the  needs  of  Canada  as  a 
unified  economy.  If  it  were  at  all  satisfactory,  it  would  afford 
guidance  and  support  in  achieving  community  standards,  in¬ 
stead  of  the  standards  of  regional  groups.  It  should  exist  to 
strengthen  opinion  for  the  conscious  guidance  of  economic 
forces  in  the  interest  of  a  rationalized  national  economy.  Such, 
then,  is  the  argument  —  as  I  see  it  —  for  an  economic  council. 

This  paper  would  be  a  travesty  on  honest  discussion  if  it 
did  not  point  out  the  various  limitations  under  which  the 
council  would  likely  operate  in  modern  Canada.  There  is  the 
ever-present  constitutional  difficulty.  I  do  not  mean  that  there 
would  be  a  constitutional  difficulty  in  establishing  a  council. 
But  its  recommendations  would  doubtless  often  be  rejected 
because  the  federal  government  could  not  constitutionally 
implement  them,  or  because  the  federal  government  thought, 
or  wanted  to  think,  that  it  could  not  within  its  powers  imple¬ 
ment  them.  The  council  might  view  Canada  as  a  unified 
economy,  but  Canada  is  not  a  unified  state,  and  we  all  know 
too  well  how  the  fact  frequently  prevents  the  adoption  of 
constructive  economic  policies.  All  I  can  say  on  the  matter 
in  this  connection  is  that  the  recommendations  of  the  council 
on  urgent  matters  might  help  to  facilitate  co-operation  between 
the  sovereign  bodies  in  the  Dominion.  They  might  help  to 
strengthen  public  opinion  in  favor  of  co-operation,  and  perhaps 
on  occasion  in  favor  of  constitutional  amendment. 

An  economic  council  would  suffer  from  the  limitation  that 
it  could  wave  no  magic  wand.  It  would  not  solve  problems  by 
a  form  of  witchcraft.  It  could  only  provide  solutions  after 
patient  investigation  and  thought,  and  then  the  solutions  might 
be  wrong.  Political  science  can  only  be  experimental,  and 
unfortunately  the  experiments  cannot  be  tried  in  a  safely 
sealed  laboratory  beforehand.  When  the  council  made  recom¬ 
mendations  which  turned  out  to  be  wrong,  democracy  and  its 
leaders  might  become  disillusioned.  The  political  chiefs  might 
cease  to  pay  much  attention  to  the  cry  of  “wolf,  wolf,”  from 
the  economic  council.  The  soundness  of  the  principle  involved 
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in  an  economic  intelligence  staff  would  be  overlooked,  and  the 
misleading  recommendations  remembered.  Needless  to  say, 
the  disillusionment  with  the  council  would  be  rapid  if  at  the 
outset  it  was  composed  of  incompetent  men.  Now  this  con¬ 
sideration,  in  my  judgment,  does  not  in  the  least  rebut  the 
argument  for  a  council.  It  does  make  it  imperative  that  it 
should  be  competently  staffed.  It  makes  it  no  less  imperative 
that  the  public  should  be  educated  to  realize  that  scientific 
methods  in  the  study  of  social  and  economic  phenomena  are 
the  only  sound  methods,  but  that  they  are  far  from  infallible 
and  their  results  may  often  be  reached  too  late. 

The  council  would  labor  under  the  limitation,  which  the 
social  revolutionist  is  not  apt  to  forget,  that  it  can  recommend 
with  any  chance  of  success  only  readjustments  within  the 
limitations  of  the  given  economy  and  state,  whereas  the 
economic  organization  of  the  country  may  require  complete 
reconstruction.  The  only  answer  is  that  the  council  may 
facilitate  evolution  to  a  better  system;  an  answer  which  will 
patently  not  satisfy  a  genuine  revolutionist. 

Finally,  the  council  might  suffer  from  sheer  neglect.  Its 
reports  and  recommendations  might  merely  gather  dust  in 
ministerial  pigeon-holes  and  not  influence  policy.  Such  might 
be  the  case  where  public  opinion  was  insufficiently  prepared  to 
give  it  a  satisfactory  trial.  I  do  not  suggest  that  this  would 
be  the  inevitable  or  most  likely  result  in  Canada.  But  any 
frank  observer  of  democracy  must  recognize  the  possibility. 
In  conclusion,  one  might  point  out  that  if  the  recommendation 
of  an  economic  council  seems  doctrinaire,  it  may  be  remem¬ 
bered  that  a  century  ago  in  the  period  of  Bentham  the  recom¬ 
mendations  of  a  civil  service  commission,  of  skilled  public 
servants  for  local  government,  of  a  department  of  health,  and 
of  many  other  improvements  since  achieved,  were  considered 
hopelessly  doctrinaire.  Like  these,  an  economic  council  is 
merely  a  mechanism  to  assist  in  a  more  rational  ordering  of 
our  economic  and  social  life.  It  cannot  work  miracles,  but 
properly  established  and  duly  appreciated,  it  can  do  something 
to  fulfil  its  excellent  purpose. 


EFFORTS  TO  CONTROL  MARKETING  BY  GOVERNMENT 
BOARDS  OR  ORGANIZATIONS  ACTING  WITH 
GOVERNMENT  SUPPORT 

J.  COKE 


Governmental  intervention  in  marketing  is  by  no  means 
new.  For  a  short  time  during  the  nineteenth  century  the 
tendency  toward  regulation  and  supervision  slackened.  It 
quickened  again,  however,  during  the  closing  years  of  the 
century.  For  example,  there  was  a  distinct  movement  against 
monopoly.  Early  in  this  century  the  establishment  in  Canada 
of  the  Dominion  Board  of  Railway  Commissioners,  the  Do¬ 
minion  Board  of  Grain  Commissioners,  the  anti-combines 
legislation,  increasing  governmental  control  over  grades  and 
standards  of  farm  products  and  the  supervision  of  marketing 
facilities,  all  indicate  an  extension  of  the  power  of  government 
in  business  enterprise.  Again,  the  necessity  of  war-time 
control  resulted  in  further  extension  of  governmental  activity, 
not  only  in  this  country  but  also  in  many  others.  Price  regu¬ 
lation  during  war-time  had  two  purposes  which  were  opposed 
to  each  other.  One  was  the  stimulation  of  supply  and,  in  the 
earlier  stages  at  least,  had  not  such  a  definite  relation  to  costs 
and  profits.  In  the  case  of  cost  of  living  control  including 
rationing  there  was  a  definite  scrutiny  of  costs  and  profits. 
The  dominant  factors  of  such  control  being  not  only  to  con¬ 
serve  supply  but  also  to  eliminate  “profiteering.”  It  will  be 
recalled  that  efforts  to  regulate  the  marketing  of  wheat,  when 
the  matter  was  first  broached,  were  opposed  by  farmers ;  later 
on  they  made  an  appeal  for  the  re-establishment  of  a  somewhat 
similar  policy.  Thus,  it  may  be  claimed  that  war-time  policy 
has  exerted  an  influence  on  marketing  policy  during  the  post¬ 
war  years,  and  this  was  foreseen  by  .some  economists;  for 
example,  in  1918  Prof.  Pigou  wrote: 

The  vast  expansion  of  Governmental  control  in  the  economic  sphere 
which  has  taken  place  during  the  war  is  without  parallel  in  the  history 
of  the  world.  Nobody  doubts  that  in  the  difficult  period  of  transition 
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that  must  follow  immediately  upon  the  declaration  of  peace  some  por¬ 
tion  at  all  events  of  the  control  must  be  retained.  But  on  the  question 
of  how  far  similar  control  is  appropriate  as  a  permanent  peace  policy 
there  is  an  acute  controversy.1 

However  war-time  policy  may  have  affected  post-war 
policy  it  is  clear  that  when  groups  of  individuals  find  them¬ 
selves  faced  with  falling  prices  and  unable  to  stem  the  down¬ 
ward  course  of  prices  they  eventually  turn  to  the  government 
and  expect  it  to  do  something. 

In  attempting  to  isolate  policies  of  marketing  control  I 
have  found  a  distinct  classification  to  be  difficult  for  if  it  be 
inclusive  it  necessarily  results  in  duplication  because  emphasis 
on  the  means  of  control  has  shifted  or  else  several  methods  may 
be  provided  under  a  single  .scheme.  However,  I  think  that  it 
will  be  agreed  that  most  of  such  policies  are  concerned  with 
supply  although  some  efforts  to  increase  demand  have  been 
noted.  Moreover,  such  policies  as  I  have  studied  indicate  that 
the  concern  was  exhibited  in  regard  to  the  distribution  of  a 
surplus.  I  propose,  therefore,  to  outline  briefly  types  of  control 
exercised  by  or  with  the  consent  of  governments.  I  shall  begin 
with  the  so-called  valorization  of  coffee. 

The  valorization  of  coffee  is  of  interest  not  only  because 
of  the  experiment  itself  but  also  because  of  the  fact  that  it 
ultimately  resulted  in  what  was  believed  to  be  a  permanent 
policy.  As  early  as  1902  a  high  tax  was  placed  on  new  plant¬ 
ings  to  discourage  expansion.  The  first  valorization  took  place 
in  1905,  the  second  in  1918  and  the  third  in  1921. 

The  plan  was  inaugurated  a.s  a  result  of  the  accumulation 
of  large  coffee  stocks  amounting  to  almost  one  year’s  produc¬ 
tion.  A  loan  was  obtained  by  the  State  of  Sao  Paulo  on  condi¬ 
tion  that  steps  be  taken  to  restrict  output  and  exports.  Accord¬ 
ingly,  it  was  enacted  that  there  should  be  a  surtax  of  about 
60  cents  per  bag  on  coffee  exported,  and,  that  entries  of  coffee 
into  the  port  of  Santos  be  limited  to  50,000  bags  (132  pounds) 
each  business  day.2  This  move  checked  the  flow  to  market 


1  A.  C.  Pigou,  “Government  Control  In  War  And  Peace,”  Economic 
Journal,  Vol.  xxvm  (December,  1918),  p.  363. 

2  B.  B.  Wallace  and  L.  R.  Edminster,  International  Control  of  Raw 
Materials  (Washington:  Brookings  Institution,  1930),  p.  128. 
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but  was  inadequate  insofar  as  the  improvement  of  the  market 
was  concerned,  and,  moreover,  it  left  plantation  owners  in  the 
position  of  being  obliged  to  hold  their  coffee  without  proper 
storage  facilities.  The  government  then  decided  to  go  into  the 
market  to  buy  a  part  of  the  crop  so  as  to  prevent  the  surplus 
being  thrown  on  the  market.  In  August,  1908,  a  law  was 
passed  increasing  the  surtax  from  three  to  five  francs  (about 
three-quarters  of  a  cent  per  pound)  in  addition  to  the  regular 
export  duty  of  nine  per  cent.  The  law  also  imposed  a  twenty 
per  cent  surtax  on  exports  over  nine  million  bags  during  the 
crop  year  1908-09.  By  this  time  the  bankers  had  begun  to 
have  some  confidence  in  the  scheme  and  the  necessary  credit 
was  forthcoming  for  its  continuance.  It  is  interesting  to  note 
that  in  1909  the  Sao  Paulo  government  suggested  that  a  tax 
of  ten  per  cent  payable  in  kind  should  be  levied  and  that  this 
coffee  should  be  dumped  into  the  ocean.  This  suggestion, 
though  approved  by  the  bankers,  was  not  carried  out,  possibly 
because  prices  strengthened.  In  1914,  a  surplus  of  three  mil¬ 
lion  bags  of  coffee  still  remained.  This  was  largely  stored  in 
Germany  and  was  not  settled  for  until  1918  but  the  govern¬ 
ment  eventually  made  a  profit  on  the  whole  transaction. 

The  second  valorization  was  even  more  successful;  the 
government  bought  at  low  prices  and  sold  later  at  high  prices. 
The  period  of  the  third  valorization  was  that  of  1921-24.  The 
Federal  government  then  took  control  for  it  had  gradually  been 
edging  its  way  into  this  problem,  attracted  no  doubt  by  the 
success  that  had  attended  the  efforts  of  the  Sao  Paulo  govern¬ 
ment  and  also  by  the  desire  to  make  the  advantages  of  the  plan 
available  to  other  states.  Moreover  coffee  is  Brazil’s  chief 
export  and  it  affects  the  foreign  exchanges.  The  Sao  Paulo 
government  probably  welcomed  support.  A  change  in  policy 
was  effected  in  that  the  storage  of  coffee  was  arranged  at  the 
port  of  Santos  rather  than  in  European  centres.  The  price 
stabilization  feature  was  thus  emphasized. 

In  1922  there  was  an  effort  to  establish  “a  permanent 
Institute  for  the  Defense  of  Coffee”  and  so  develop  a  permanent 
policy  of  valorization.  Growers  were  to  become  responsible  for 
storage,  and  the  regulation  of  supply  was  to  be  the  paramount 
issue.  The  new  scheme  began  to  operate  in  1925  and  storage 
facilities  were  provided  in  the  interior.  However,  surpluses 
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increased  until  in  1929  there  was  again  a  year’s  production  on 
hand.  Therefore,  early  in  1930  a  loan  of  twenty  million  pounds 
was  obtained  from  international  bankers  to  provide  for  liqui¬ 
dation  of  this  surplus  over  a  ten  year  period.  An  additional 
export  tax  of  73  cents  per  bag  was  added  to  secure  this  loan. 
But  at  the  end  cf  the  year  stocks  had  not  diminished  and  prices 
were  falling  so  the  Federal  government  announced  that  it  would 
purchase  all  excess  stocks  as  at  June  30th,  1931.  This  was 
exclusive  of  the  .stock  required  to  secure  the  loan  just  referred 
to.  Entries  to  the  ports  were  to  be  free  only  so  long  as  they 
did  not  exceed  one-twenty-fourth  of  the  crop  commenced  and 
the  crop  immediately  following.  A  tax,  equivalent  to  six  and 
one-half  cents  per  tree  per  annum  on  new  plantings  other  than 
replacement  during  a  term  of  five  years,  was  provided  as  well 
as  a  tax  in  kind  of  all  coffee  amounting  to  twenty  per  cent. 

Then  a  little  later  an  agreement  was  reached  between  the 
Federal  and  state  governments  whereby  the  states  were  to 
collect  a  special  tax  equivalent  to  $2.43  per  bag  and  deposit 
the  collections  daily  to  the  account  of  the  National  Coffee 
Council  to  be  used  exclusively  “in  the  purchase  for  elimination 
of  the  excess  of  production  and  of  the  actual  stocks  for  the 
purpose  of  balancing  supply  and  demand  .  .  .  .”  Destruction 
of  surplus  stocks  by  burning  began  in  June,  1931,  and  was 
reported  to  be  taking  place  at  the  rate  of  one  million  bags  per 
month.  In  addition  to  the.se  steps  the  Federal  government 
issued  a  decree  in  December  1931  raising  the  export  surtax  to 
the  equivalent  of  $3.65  (United  States  funds)  per  bag. 

In  the  so-called  coffee  valorization  scheme  there  are,  there¬ 
fore,  several  significant  factors  among  which  are:  (1)  an 
export  surtax;  (2)  restriction  of  entries  of  coffee  to  export 
ports;  (3)  provision  for  a  tax  on  new  plantings  other  than 
replacements;  (4)  destruction  of  surplus  stocks;  (5)  depen¬ 
dence  on  foreign  credit. 

The  next  method  to  be  considered  is  that  of  the  Paterson 
stabilization  plan  which  has  been  applied  in  marketing  Aus¬ 
tralian  butter.  The  scheme  has  been  in  operation  since  Janu¬ 
ary  1,  1926.  It  has  three  objective:  (1)  to  counteract  the  extra 
costs  of  production  due  to  the  accepted  fiscal  policy  of  Aus¬ 
tralia;  (2)  to  aid  in  the  disposal  of  surplus  butter;  (3)  to 
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stabilize  butter  prices  in  Australia.3  It  should  be  stated  that 
this  scheme  is  a  voluntary  one  which  is  administered  by  the 
Federal  Stabilization  Committee  which  is  composed  of  repre¬ 
sentatives  of  both  co-operative  dairy  marketing  interests  and 
private  manufacturers.  There  is  also  an  inter-state  committee 
with  state  branches.  In  1926  under  this  arrangement  a  levy 
was  made  on  all  butter  produced  in  factories  in  Australia 
except  in  the  State  of  West  Australia.  The  amount  of  this  levy 
was  originally  Id.  per  pound  but  in  1928  it  was  raised  to  l%d. 
Out  of  this  fund  a  bounty  is  paid  on  butter  exported.  The 
amount  of  the  bounty  has  varied  from  year  to  year,  but  at  the 
outset  was  3d.  When  the  levy  was  raised  to  l%d.  the  bounty 
was  increased  to  4d.  A  year  later,  January,  1929,  it  was  raised 
to  4!4d.  and  I  believe  continued  at  this  rate  until  January  1, 
1931,  when  it  was  reduced  to  3!/2cl.  Three  months  later  it  was 
reduced  to  3d.,  a  month  later  to  2V^d.  It  was  raised  again  to 
3d.  in  April,  1932. 

Australian  dairymen  claimed  that  they  could  not  obtain 
domestic  prices  above  those  prevailing  in  London  (less  the 
handling  and  freight  charges,  loss  in  transit,  etc.)  and  that 
these  prices  were  as  much  as  3d.  less  than  the  “world  rates,” 
no  matter  whether  the  butter  was  exported  or  sold  in  the 
domestic  market.  This  three  pence  was  what  the  Australian 
dairymen  claimed  to  be  the  difference  between  their  costs  of 
production  and  the  prevailing  London  parity.  It  was  claimed 
that  such  costs  were  materially  increased  by  measures  that 
had  given  a  protected  home  market  to  their  branches  of  indus¬ 
try.  Thus,  the  dairy  industry  was  entitled  to  this  measure  of 
protection.4  By  inducing  exports  to  be  sold  at  a  low  price  they 
created  a  scarcity  in  the  domestic  market  which  enabled  an 
estimated  increase  of  from  2d.  to  3d.  per  pound  in  the  domestic 
price.  To  quote  a  recent  opinion : 

The  direct  result  of  the  payment  of  an  export  bounty  is  that  auto¬ 
matically  without  any  regulation,  compulsion,  or  legislation  the  local 


3  A.  G.  Whitlam,  “Marketing  Organization, "Annals  of  the  American 
Academy  of  Political  and  Social  Science,  Vol.  158  (November,  1931), 
p.  114. 

4  P.  F.  Brookens,  “The  Paterson  Plan  and  Australian  Butter  Prices,” 
Journal  of  Farm  Economics,  Vol.  X,  No.  4  (October,  1928),  pp.  540-43. 
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price  through  the  operation  of  an  economic  law  rises  to  the  level  of 
the  export  price,  plus  the  bounty  paid.5 

It  is  probable  that  in  considering  the  claims  of  supporters 
of  many  of  these  schemes  it  would  be  necessary  to  speculate 
on  what  might  have  been  had  no  control  been  exercised  because 
most  of  them  have  operated  for  a  short  time  during  which 
there  has  been  a  general  decline  in  prices.  The  successful 
operation  of  this  scheme  is  dependent  on  the  consent  of  the 
Australian  government.  For  example,  shortly  after  the  scheme 
came  into  effect  it  was  necessary  to  increase  the  tariff  on  butter 
imports.  Moreover,  consent  of  the  government  is  essential 
because  it  is  believed  that  the  plan  contravenes  the  Australian 
Anti-Monopoly  Law.6 

It  should  be  pointed  out  that  there  has  been  an  increase 
in  production  of  butter  in  Australia.  The  output  in  1925-26 
was  273,314,000  pounds  while  in  1931-32  it  had  reached 
390,512,000  pounds.  Exports  to  the  United  Kingdom  have 
increased  rapidly  despite  falling  prices  on  world  markets.  This 
has  made  the  situation  acute  in  Australia  It  should  be  recog¬ 
nized  that  a  variety  of  causes  may  be  shown  for  the  increase 
in  butter  production  such  as  favorable  grazing  seasons,  low 
prices  of  grain,  improvement  in  pasture  management,  and  the 
shifting  of  land  from  wheat  and  wool  production  to  dairying. 

The  New  Zealand  produce  control  boards  may  be  men¬ 
tioned  briefly.  In  New  Zealand  a  levy  is  imposed  which  is  used 
for  a  very  different  purpose  than  that  of  the  Paterson  plan. 
Several  produce  control  boards  have  been  established  among 
which  are  the  New  Zealand  Meat  Producers  Board,  the  New 
Zealand  Dairy  Produce  Control  Board,  the  New  Zealand  Fruit 
Control  Board  and  the  New  Zealand  Honey  Producers  Control 
Board.  These  boards  function  in  much  the  same  manner, 
therefore,  we  need  discuss  only  one  —  the  Dairy  Produce 


5  A.  J.  Cook,  “The  Paterson  Scheme,”  Journal  of  the  Department  of 
Agriculture  of  South  Australia,  Vol.  xxxvi,  No.  3  (October  15,  1932), 
p.  323. 

6  L.  R.  Edminster,  L.  J.  Schaben  and  M.  Lynsky,  Agrictutural  Price 
Supporting  Measures  In  Foreign  Countries,  Bureau  of  Agricultural 
Economics,  F.S.  56,  (Washington:  Government  Printing  Office,  1932), 
p.  25. 
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Control  Board,  which  was  set  up  in  1923.  It  consists  of 
nine  representatives  of  dairy  farmers,  two  from  the  gov¬ 
ernment  and  one  from  the  manufacturers  of  dairy  products. 
The  finances  of  the  organization  are  provided  by  a  levy  on  all 
butter  and  cheese  exported.  I  believe  this  levy  is  one-thirty- 
second  of  a  penny  on  butter  and  one-sixtyfourth  of  a  penny 
on  cheese.  The  Board  at  one  time  had  wider  powers  than  it 
enjoys  at  present,  in  fact  at  one  time  it  had  almost  absolute 
control  of  exports  of  dairy  products  and  set  out  to  fix  prices  in 
1926-27.  This  venture  aroused  criticism  and  the  powers  of  the 
Board  were  thereafter  limited.  Its  present  activities  include 
inspection  of  quality,  arranging  shipping  contracts,  promoting 
dairy  research,  and  efforts  to  improve  the  quality  of  dairy 
produce;  the  Board  has,  moreover,  been  active  in  advertising 
dairy  products  abroad. 

The  Chadbourne  plan  for  sugar  control  may  be  discussed 
next.  Under  this  plan  the  principal  sugar  exporting  countries 
entered  into  an  agreement  in  May  1931  to  curtail  exports  of 
sugar.  The  countries  concerned  were  Cuba,  Java,  Germany, 
Czechoslovakia,  Poland,  Hungary,  and  Belgium.  These  coun¬ 
tries  represent  about  forty  per  cent  of  the  world’s  output  of 
sugar  and  approximately  ninety  per  cent  of  the  exports.  Peru 
and  Yugoslavia  joined  in  the  agreement  later  in  the  year. 
The  Chadbourne  plan  not  only  limits  exports  to  a  quota  but 
restricts  production  through  the  limitation  of  acreage.  This 
scheme  is  administered  by  a  permanent  council  known  as  the 
International  Sugar  Council  with  headquarters  at  The  Hague. 
The  objective  has  been  to  gradually  reduce  sugar  supplies. 

It  was  also  provided  that  the  export  quotas  should  be 
increased  by  five  per  cent  when  the  f.o.b.  price  of  raw  Cuban 
sugar  should  reach  two  cents  per  pound  and  maintain  this  level 
for  thirty  days.  An  interesting  arrangement  was  made  where¬ 
by  should  Germany  fail  to  export  its  quota  in  any  year  the 
shortage  would  be  made  up  by  an  increase  in  exports  from 
Cuba,  Poland,  Hungary  and  Czechoslovakia  during  the  follow¬ 
ing  year.  Surplus  stocks  in  each  of  the  countries  have  been 
declared  and  these  are  to  be  worked  off  in  annual  instalments. 
The  Chadbourne  plan  has  encountered  some  difficulties  due  to 
the  decline  in  sugar  consumption,  and  it  is  apparent  that  it 
has  not  yet  been  able  to  dispose  of  accumulated  stocks.  It  has, 


Marketing  by  Government  Boards 


97 


of  course,  four  years  to  run.  Some  difficulty  has  apparently 
arisen  over  the  export  quotas  and  at  the  December  meeting  of 
the  Council  the  Cuban  quota  was  revised  upwards.  The  price 
level  at  which  the  first  advance  in  quota  can  be  made  has  been 
reduced  to  $1.75  c.i.f.  London,  presumably  because  of  the  lower 
price  quotations.  This  plan  also  has  the  tacit  support  of  the 
governments  of  the  countries  concerned.  It  is  moreover  an 
attempt  at  international  unity  of  action. 

The  exercise  of  public  monopoly  control  has  become  preva¬ 
lent  in  some  countries,  particularly  with  respect  to  bread 
grains  and  tobacco.  For  example,  early  in  1931  the  Bulgarian 
government  established  the  Central  Grain  Purchasing  Bureau/ 
This  Bureau  was  given  power  to  purchase  wheat  and  rye  at 
fixed  prices.  It  used  co-operative  associations,  banks,  and  mer¬ 
chants  as  its  agents,  and  made  payments  to  producers  in  cash 
and  in  taxation  credits  redeemable  prior  to  September  1st, 
1931.  At  the  outset  payments  for  wheat  were  to  be  only 
twenty-five  per  cent  in  cash,  but  fifty  per  cent  in  cash  might  be 
paid  in  the  case  of  purchases  of  rye.  The  cash  ratio  was  revised 
upward  in  August,  1931.  The  Bureau  was  given  power  to  fix 
storage  rates  when  it  found  it  necessary  to  do  so.  Funds  were 
provided  for  its  use  through  loans  from  the  agricultural  banks 
as  well  as  the  Co-operative  Bank.  Altogether  its  original  loans 
amounted  to  $288,000.  When  the  Bureau  was  established  it 
was  merely  authorized  to  purchase  wheat  and  rye  at  prices 
higher  than  those  obtainable  in  world  markets.  Such  prices 
were  to  be  decided  in  conference  with  representatives  of  the 
government,  the  banks,  the  co-operatives  and  the  grain  ex¬ 
changes. 

The  Bureau  paid  prices  above  the  world  parity  and  conse¬ 
quently  the  amount  of  grain  handled  in  the  early  months  of 
operation  was  larger  than  anticipated,  and  the  prices  paid  were 
reduced.  Nevertheless,  after  about  eight  months  operation  it 
was  found  that  the  cash  payments  for  grain  exceeded  the 
amount  of  sales  and  it  was  then  decided  that  the  government 
should  assume  exclusive  control.  Accordingly,  in  October  1931, 
a  series  of  orders  in  council  proclaimed  this  intention.  The 
Central  Grain  Purchasing  Bureau  continued  to  administer  the 


7  Edminster,  Schaben  and  Lynsky,  op.  cit.,  p.  44. 
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regulations.  The  Bureau  thus  became  the  sole  buyer  and  seller 
of  cereals  in  the  country ;  it  was  also  proclaimed  to  be  unlawful 
for  flour  to  be  .sold  unless  it  had  been  made  from  wheat  pur¬ 
chased  from  or  controlled  by  the  Bureau.  The  milling  industry 
was  brought  under  the  direct  supervision  of  the  Bureau.  A 
controller  was  appointed  for  each  large  commercial  mill  and  in 
cases  where  several  small  mills  could  be  conveniently  grouped 
these  were  placed  under  the  direction  of  a  single  controller. 
It  is  the  duty  of  the  controller  to  audit  the  books  and  check  all 
declarations.  The  salaries  of  these  officers  are  collected  by  the 
Bureau  out  of  funds  collected  from  the  commercial  mills.  The 
custom  mills  were  placed  under  the  direction  of  the  mayor  of 
the  municipality  from  whom  it  is  necessary  to  secure  a  permit 
for  grinding  wheat  and  rye. 

In  connection  with  sales,  compulsory  registration  of  all 
export  sales  on  the  stock  exchange  located  at  the  point  of 
delivery  for  export  was  provided  for.  A  brokerage  charge  of 
two  per  cent  is  to  be  paid  to  the  exchange.  Similarly,  all  sales 
for  local  consumption  are  to  be  registered  on  the  Sofia  exchange 
and  the  brokerage  charge  in  this  case  is  one  per  cent,  which 
amount  is  redistributed  among  the  exchanges  on  a  proportion¬ 
ate  basis. 

Other  countries  have  acquired  monopoly  control  over  cer¬ 
tain  cereals  or  other  products  as  for  example,  Poland,  France, 
Greece,  Japan  and  Hungary.  Germany  has  a  quasi-monopoly 
in  wheat. 

The  United  States  Farm  Board  may  now  be  considered. 
The  activities  of  the  United  States  Federal  Farm  Board  are  of 
interest  because  they  represent  an  unprecedented  supply  of 
voluntary  co-operative  market  of  agricultural  products  by  far¬ 
mers.  There  were,  of  course,  other  features.  It  will  be  recalled 
that  the  United  States  Farm  Board  was  established  to  ad¬ 
minister  the  Agricultural  Marketing  Act  of  1929  which  was  a 
compromise  between  the  McNary-Haugen  bill  and  the  Export 
Debenture  plan.  It  began  to  function  in  July  1929.  The  first 
annual  report  of  the  Board  states  that  the  Agricultural  Mar¬ 
keting  Act  was  intended  by  Congress  to  place  the  agricultural 
industry  on  a  basis  of  equality  with  other  indutsries  and  that 
in  endeavoring  to  reach  this  goal  two  general  lines  of  approach 
were  indicated:  (1)  to  promote  the  effective  merchandising  of 
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agricultural  commodities  in  interstate  and  foreign  commerce; 
(2)  to  protect,  control  and  stabilize  the  currents  of  interstate 
and  foreign  commerce  in  the  marketing  of  agricultural  commo¬ 
dities  and  their  food  products.8 

It  was  therefore  proposed  that  such  a  policy  could  be  ac¬ 
complished  by:  (1)  minimizing  speculation;  (2)  preventing  in¬ 
efficient  and  wasteful  methods  of  production;  (3)  encouraging 
the  organization  of  producers  into  effective  associations  or  cor¬ 
porations  under  their  own  control  for  greater  unity  of  effort 
in  marketing  by  promoting  the  establishment  and  financing  of 
a  farm  marketing  system  of  producer-owned  and  controlled 
co-operative  associations  and  agencies;  (4)  by  aiding  in  pre¬ 
venting  and  controlling  surpluses  in  any  agricultural  product 
through  orderly  production  and  distribution  so  as  to  maintain 
advantageous  domestic  markets  and  prevent  such  surpluses 
from  causing  undue  and  excessive  fluctuations  or  depressions 
in  prices  for  the  commodity.9 

Thus  the  Board  set  out  on  a  program  of  organizing  and 
co-ordinating  co-operative  associations  among  farmers.  It  is 
to  the  credit  of  the  Board  that  the  federation  of  existing  co¬ 
operatives  was  the  policy  largely  adopted  rather  than  the 
organization  of  many  new  associations.  Thus,  in  the  case  of 
wool,  the  National  Wool  Marketing  Corporation  was  set  up 
which  embraced  nine  existing  wool  growers  co-operatives,  each 
of  which  operated  on  a  state  wide  basis.  Similar  organizations 
were  set  up  to  market  cotton  and  live  stock. 

In  the  second  place,  the  Board  was  given  an  appropriation 
of  $500,000,000  to  be  used  as  a  revolving  fund  to  assist  in 
financing  co-operatives.  It  adopted  a  policy  of  careful  business 
analysis  of  the  financial  structure  and  business  policies  of  co¬ 
operatives  before  loans  were  granted.  In  the  third  place,  in 
order  to  carry  out  its  stabilization  program  the  Board  was 
instrumental  in  the  organization  of  the  Grain  Stabilization 
Corporation,  in  October,  1929,  and  the  cotton  stabilization  was 
handled  by  the  American  Cotton  Co-operative  Association. 
Stabilization  of  butter  prices  was  handled  through  the  Land 


8  Federal  Farm  Board,  First  Annual  Report  (Washington:  Govern¬ 
ment  Printing  Office,  1930),  p.  1. 


9  Ibid. 
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O  Lakes  Creameries,  Inc.,  in  which  case  stabilization  was 
effected  through  a  loan  to  permit  this  large  association  to  hold 
its  own  product  from  the  market  and  to  purchase  additional 
butter,  if  necessary.  In  the  case  of  wheat  and  cotton,  the  cor¬ 
porations  actually  took  delivery  of  goods  and,  in  addition, 
bought  on  the  futures  market.  This  form  of  stabilization  was 
discontinued  after  criticism  of  the  Board’s  policy  in  this 
respect. 

Control  of  the  grape  industry  was  effected  through  a  con¬ 
trol  board.  Growers  signed  ten  year  contracts  with  the  board 
which  agreed  to  purchase  that  part  of  the  crop  which  was 
estimated  to  be  surplus.  Funds  were  provided  for  this  purpose 
through  the  collection  of  a  fee  amounting  in  the  case  of  grapes 
to  $1.50  per  ton  and  in  the  case  of  dried  raisins  to  $5.25  per 
ton.  These  plans  represent  the  original  stabilization  policy  of 
the  Board. 

In  addition  to  these  policies  the  Farm  Board  developed  a 
land  utilization  and  acreage  reduction  program  which  had 
already  been  instituted  by  the  Bureau  of  Agricultural  Econo¬ 
mics.  It  fostered  the  establishment  of  a  foreign  agricultural 
service  which  is  now  part  of  the  Bureau  of  Economics.  Plans 
for  research  were  included  in  the  set-up  of  the  Board  but  the 
emergencies  which  had  to  be  faced  placed  large  claims  on  the 
personnel  and  this  phase  of  the  program  did  not  develop  to 
any  extent. 

An  entirely  different  set-up  of  co-operative  marketing  is 
found  in  the  type  of  co-operation  which  was  provided  for  under 
the  British  Marketing  Acts  of  1931  and  1933.  It  should  be 
said  that  this  form  of  organization  was  insofar  as  I  am  aware 
developed  in  Queensland,  Australia,  and  took  its  first  form  in 
wheat  pool  act  of  1920  which,  in  turn,  was  followed  by  the 
primary  products  act  of  1922.  The  essential  feature  is  that 
where  the  majority  of  producers  of  a  commodity  desire  to  sell 
the  product  collectively  the  minority  may  be  compelled  by  law 
to  join  in  such  sales  policy. 

The  British  Agricultural  Marketing  Bill  of  1931  provides 
for  the  submission  of  schemes  for  the  regulations  of  marketing 
agricultural  products  to  the  Minister  of  Agriculture  who  will 
then  publish  notice  of  the  receipt  of  the  scheme  and  a  period 
of  six  weeks  will  be  set  aside  in  which  all  objections  must  be 
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filed  with  the  Minister.  If,  on  enquiry,  the  Minister  is  satisfied 
that  the  scheme  will  be  advantageous  to  the  producers  of  the 
commodity  he  may  then  submit  it  to  parliament  for  approval. 
The  Minister  has  power  to  modify  the  proposals  but  these 
modifications  must  be  acceptable  to  the  proponents  of  the 
scheme. 

Each  scheme  is  to  be  administered  by  a  board.  Every 
scheme  requires  a  poll  of  registered  producers  affected.  Not 
less  than  two-thirds  of  the  producers  both  in  numbers  and  in 
volume  of  production  must  vote  in  favor  before  the  scheme 
can  be  adopted.  A  board  constituted  under  the  Act  is  given 
wide  powers  to  engage  in  buying  or  selling,  grading,  packing 
and  advertising  farm  products.  Consumers  committees  may 
be  set  up  to  judge  of  the  effects  of  any  scheme  on  consumers. 
Two  funds  are  established  under  the  Act  —  a  “Scotch  fund”  of 
£125,000  sterling  and  an  “English  fund”  of  £500,000.  These 
funds  may  be  loaned  to  any  board  administering  a  scheme. 
Both  long-term  and  short-term  loans  are  provided  for.  Re¬ 
newals  of  loans  are  placed  in  the  hands  of  agricultural  market¬ 
ing  facilities  committees.  Renewals  will  not  be  granted  on 
loans  on  which  the  interest  has  not  been  paid  in  full,  in  fact  all 
renewals  are  carefully  scrutinized. 

The  Act  further  provides  for  Agricultural  Marketing  Re¬ 
organization  committees  which  shall  be  responsible  for  the  pre¬ 
paration  of  schemes  and  review  the  operations  of  existing 
schemes  and  shall  also  make  recommendations  to  the  Minister. 
Under  this  Act  a  scheme  for  marketing  hops  is  already  in 
operation  and  others  for  milk,  raspberries,  pigs  and  bacon,  fat 
stock,  and  potatoes  are  in  various  stages  of  development. 

The  Agricultural  Marketing  Act  of  1933  provides,  among 
other  things,  that  where  a  board  is  administering  two  or  more 
agricultural  marketing  schemes,  one  of  which  relates  to  a 
secondary  product  and  one  to  a  primary  agricultural  product 
from  which  the  secondary  product  is  wholly  or  partly  manu¬ 
factured  (for  example,  pigs  and  bacon)  it  may  submit  schemes 
for  the  organization  of  the  secondary  industry  which,  under 
the  Act,  shall  be  known  as  a  development  scheme  and  which 
shall  be  administered  by  a  development  board.  A  development 
scheme  for  the  organization  of  the  secondary  industry  may 
require  that  no  one  shall  produce  the  secondary  product  unless 
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exempt  or  in  receipt  of  a  license  from  the  Board  within  the 
areas  covered  by  the  scheme.  The  Board  may  take  over  pre¬ 
mises  for  the  development  of  the  secondary  industry  and 
dispose  of  them  as  it  sees  fit.  Provision  is  made  for  the  hearing 
of  protests  against  such  an  action.  The  development  boards 
are  also  empowered  to  make  a  levy  on  all  marketing  boards 
concerned  in  a  development  scheme. 

Another  amendment  to  the  Act  of  1931  is  the  provision 
whereby  a  board  may  regulate  the  amounts  of  a  regulated 
product  which  any  producer  may  sell.  Those  exempt  must 
supply  information  deemed  necessary  for  the  purposes  of  the 
board.  The  Board  of  Trade  is  also  empowered  to  obtain  infor¬ 
mation  as  to  stocks  of  agricultural  products  on  hand. 

This  legislation  has  been  criticized  and  obviously  has  sup¬ 
port  of  a  large  number.  The  Minister  of  Agriculture,  speaking 
at  Newton  Abbott  on  March  10th  last,  said: 

What  the  Marketing  Bill  says  in  a  nutshell  is  this — we  must  or¬ 
ganize  the  home  market  and  the  supplies  to  that  market.  If  and  when, 
however,  the  industry  undertakes  so  to  organize  it  must  be  guaranteed 
that  it  shall  not  be  swamped  out  by  an  unorganized  flood  of  produce 
landed  on  our  shores  in  a  succession  of  bankrupt  sales.  Furthermore, 
it  says  that  the  producer  is  not  merely  interested  in  growing  his  product 
but  in  what  is  done  with  it  thereafter  and  that  he  and  the  manufacturer 
can  full  well  come  together  to  organize  the  secondary  products  .  .  .  .l0 

Public  Utility  Control  has,  until  recently,  been  limited  to 
such  services  as  gas,  electric  light,  water,  communications  and 
transport.  Since  1932,  however,  milk  prices  in  Winnipeg  have 
been  established  by  the  Public  Utilities  Commission.  The 
situation  was  brought  about  by  the  failure  of  representatives 
of  dairy  farmers  and  distributers  to  agree  on  prices  and  was 
aggravated  by  competition  from  chain  stores  and  farmer 
peddlars.  The  Board  was  reluctant  to  undertake  this  control 
and,  in  fact,  at  first  refused  to  recognize  it  as  coming  within 
its  jurisdiction.  It  was  claimed,  however,  that  the  milk  supply 
of  Winnipeg  was  endangered  and  that  the  producers  of  fluid 
milk  had  equipped  their  farms  for  this  especial  purpose  and 
had  no  other  market  thus  it  was  claimed  that  milk  should  be 


10  Hon.  Walter  Elliott,  “Agricultural  Policy,”  Journal  of  the  Mini¬ 
stry  of  Argiculture  and  Fisheries,  Yol.  XL,  No.  1  (April,  1933),  p.  18. 
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considered  to  be  a  public  utility  and  that  an  emergency  did 
exist. 

As  already  mentioned  chain  store  competition  aggravated 
the  situation.  The  question  of  chain  store  efficiency,  policy  and 
sei\ice  relative  to  that  of  the  regular  distributer  might  have 
been  a  matter  for  consideration.  This,  however,  was  consi¬ 
dered  to  be  of  less  importance  than  the  question  of  effecting  a 
compromise  with  respect  to  prices.  The  prices  of  class  A  milk 
were  established  at  $1.54  to  the  producer  and  retail  milk,  10 
cents  per  quart,  relief  milk  off  the  wagon  8  cents,  milk  sold  to 
stores  71/2  cents  and  bulk  milk  6%  cents.11  Prior  to  the  estab¬ 
lishment  of  these  prices  milk  was  selling  at  five  to  eight  cents 
per  quart  and  the  producer  was  receiving  less  than  $1.00  per 
hundred  pounds.12 

In  the  State  of  New  York  a  Milk  Control  Board  has  been 
established  for  a  period  of  two  years  with  a  view  to  “fixing  the 
minimum  price  to  be  paid  by  milk  dealers  to  producers  and 
others,  the  maximum  price  to  be  paid  by  the  consumer  for 
milk  used  in  fluid  consumption,  wheresoever  produced.”  The 
minimum  price  to  producers  will,  of  course,  apply  to  a  locality. 
The  Act  also  provides  for  price  variation  according  to  grades. 

Legislation  has  also  been  provided  in  Alberta  in  which 
the  Public  Utilities  Act  has  been  amended  to  empower  public 
Utility  Commissioners  to  make  enquiries  into  the  handling  of 
milk  and  in  cases  where  it  is  deemed  that  the  milk  supply  is 
likely  to  be  interrupted,  impaired  in  quality  to  an  extent  affect¬ 
ing  public  health  the  Board  may  make  such  regulations  as  may 
be  deemed  necessary  with  respect  to  prices  and  may  prescribe 
the  area  or  areas  in  which  such  regulations  shall  have  effect. 
Moreover,  the  Public  Utilities  Act  has  been  further  amended 
to  provide  that  when  it  is  made  to  appear: 

That  any  food  product  grown,  produced,  processed,  or  manufactured 
in  Alberta  is  being  offered  for  sale  by  retail  in  Alberta  at  a  price  so  low 


11  Minutes  of  Proceedings  and  Evidence  of  Select  Standing  Commit¬ 
tee  on  Agriculture  and  Colonization  of  the  House  of  Commons  (Canada), 
1933  (Ottawa:  King’s  Printer,  1933),  p.  637. 

12  H.  C.  Grant,  Some  Notes  On  Public  Utility  Control  Of  Milk  In 
Manitoba,  Canada,  (published  in  mimeograph  form  by  the  Department 
of  Rural  Economics  and  Sociology,  University  of  Manitoba,  Winnipeg), 
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as  to  be  calculated  to  jeopardize  the  continuity  or  sufficiency  of  the  sup¬ 
ply,  thereof,  or  to  embarrass  the  legitimate  operations  of  persons  engaged 
in  the  production,  processing,  manufacture  or  distribution  thereof  or 
to  dislocate  the  prices  to  the  producer  ordinarily  prevailing  for  any 
product  in  the  ordinary  markets  thereof.  The  Lieutenant  Governor  in 
Council  may  direct  the  Board  to  enquire  into  the  circumstances  of  the 
production,  marketing,  processing,  manufacture  and  distribution  of  any 
such  product  for  the  purpose  of  fixing  a  minimum  price  at  which  such 
product  may  be  retailed  .  .  .  .13 

I  do  not  know  whether  this  Act  has  been  proclaimed.  The 
possibilities  of  the  extension  of  the  powers  of  a  Public  Utilities 
Commission  with  respect  to  retail  prices  are,  however,  placed 
in  clear  relief.  I  am  not  acquainted  with  the  reasons  advanced 
in  favor  of  this  amendment  but  it  is  conceivable  that  it  was 
not  intended  to  be  a  general  price  fixing  measure.  It  may  be 
an  attempt  to  recognize  inequality  in  bargaining  power.  It  is 
conceivable  too  that  similar  legislation  might  be  necessary  in 
cases  where  sales  policies  of  certain  stores  might  be  proven  to 
be  inimical  to  public  interest,  for  example  and  without  pre¬ 
judice,  the  “leader”  policy.  I  think  it  will  be  agreed,  however, 
that  any  movement  in  this  direction  should  be  taken  only  after 
careful  consideration.  The  government  of  Alberta  has  evi¬ 
dently  recognized  that  .such  legislation  may  be  far  reaching  in 
effect  and,  therefore,  the  Act  is  to  have  effect  only  until  July, 
1934. 

In  conclusion  may  I  say  that  this  paper,  though  prepared 
independently  of  others  to  follow  was  designed  only  to  bring 
into  relief  the  more  important  types  of  government  control  of 
marketing  in  effect  at  the  present  time.  Recent  changes  in 
United  States  policy  will  be  referred  to  in  another  paper.  Quite 
obviously,  all  these  policies  involve  a  theory  of  government  as 
well  as  a  theory  of  economics.  The  issue  raised  is  to  what 
extent  is  it  desirable  to  extend  the  police  and  tax  powers  of  the 
state  in  control  of  business  ?  To  what  extent  may  these  powers 
be  extended  without  adversely  affecting  the  development  of 
initiative,  efficiency  and  adequate  reward  in  individual  busi¬ 
nesses  ?  Before  arriving  at  a  final  answer  to  the.se  questions, 


13  John  D.  Hunt,  Synopsis  Of  Important  Acts  passed  at  the  Third 
Session  of  the  Seventh  Legislative  of  Alberta  (Edmonton:  King’s  Prin¬ 
ter,  1933),  pp.  53-54. 
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we  might  also  consider  what  are  the  implications  of  an  inter¬ 
national  economy?  What  readjustments  do  we  need  to  make, 
if  any,  in  order  to  fit  into  such  a  scheme.  Are  we  ready  to  make 
such  adjustments?  The  latter  questions  represent  virtually 
a  virgin  field  for  investigation  with  respect  to  agricultural 
products. 


RECENT  LEGISLATION  AFFECTING  INTERNATIONAL 
TRADE  IN  FARM  PRODUCTS 


C.  B.  DAVIDSON 

In  opening  the  present  paper  a  few  remarks  are  necessary- 
in  the  way  of  interpretation.  For  present  purposes  it  will  be 
necessary  to  take  a  broad  interpretation  of  the  word  “legis¬ 
lation,”  denoting  the  full  range  of  governmental  activities  in 
respect  to  trade.  While  the  discussion  will  be  mainly  directed 
to  “recent”  developments,  historical  references  will  be  neces¬ 
sary  at  times  where  a  continuity  of  policy  exists  and  where  it 
is  advisable  to  associate  the  present  with  the  past.  The  dis¬ 
cussion  is  limited  by  terms  of  the  remit  to  purely  descriptive 
material  and  will  be  so  limited  as  far  as  possible.  The  subject 
itself  includes  an  exceedingly  wide  field  and  with  due  consid¬ 
eration  to  the  time  allowed,  various  types  of  governmental 
policies  can  only  be  dealt  with  in  outline  and  with  a  minimum 
of  detail. 

For  obvious  reasons  Canada  is  vitally  interested  in  the 
conditions  and  terms  under  which  international  trade  in  farm 
products  takes  place.  The  journals  of  this  Association  refer 
to  the  fact  that: 

Canada  has  a  home  market  for  about  60  per  cent  of  her  agricultural 
production  while  fully  40  per  cent  enters  into  international  trade.  Simi¬ 
lar  calculations  for  the  United  States  give  comparable  figures  of  88  per 
cent  for  the  home  market  and  12  per  cent  for  foreign  trade.1 

Furthermore,  an  analysis  of  trade  statistics  shows  that 
about  50  per  cent  of  Canada's  total  export  trade  consists  of 
farm  products  and  their  derivatives  and,  of  exports  of  farm 
products,  about  75  per  cent  consists  of  cereals  and  allied  pro¬ 
ducts — mainly  wheat  and  wheat  flour. 

In  addition,  present  production  trends  in  Canada  must  be 
considered.  Canada  is  tending  toward  greater  diversification  in 
farm  production  and  it  is  not  without  the  range  of  possibility 


1  T.  W.  Grindley,  “Canada’s  Foreign  Trade  in  Agricultural  Pro¬ 
ducts,”  Papers  and  Proceedings  of  the  Canadian  Political  Science  Associ¬ 
ation  (Kingston:  Jackson  Press,  1932),  Vol.  ill,  p.  122. 
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that  further  farm  products  may  outgrow  the  domestic  market. 
The  present  and  potential  status  of  agricultural  production 
and  make-up  of  Canada’s  external  trade  indicate  the  impor¬ 
tance  of  conditions  under  which  international  trade  in  farm 
products  takes  place.  As  a  country  vitally  interested  in  ex¬ 
port  trade  Canada  has  felt  in  a  very  direct  way  the  impact  of 
measures  restricting  international  trade  in  farm  products. 
While  new  markets  for  farm  products  may  arise  in  the  future, 
Canada  is  presently  interested  and  likely  will  always  have  a 
major  interest  in  the  consuming  markets  of  the  United  King¬ 
dom,  continental  Europe  and  the  United  States. 

The  main  stream  of  international  trade  is  the  flow  of  raw 
materials  and  agricultural  products  to  industrial  countries  and 
the  counter-flow  of  industrial  products  to  agricultural  and 
raw-material  producing  countries.  This  is  in  essence  the  trad¬ 
ing  proposition  upon  which  the  new  world  developed  agricul¬ 
turally  and  the  old  world,  industrially.  In  recent  years  many 
factors  which  tend  to  unbalance  the  traditional  basis  of  trade 
have  entered  into  the  situation.  Among  these  factors  may  be 
mentioned  the  following:  (1)  increasing  industrial  activity  in 
agricultural  countries  resulting  in  repercussions  upon  the 
trade  of  traditionally  industrial  countries;  (2)  the  practical 
cessation  of  emigration  from  Europe  to  the  new  world  and  the 
problem  of  finding  agricultural  occupations  for  surplus  agri¬ 
cultural  labor  in  Europe,  leading  to  a  more  intensive  interest 
in  domestic  agriculture;  and  (3)  the  fall  in  prices  of  agricul¬ 
tural  products,  a  decline  not  counterbalanced  entirely  by  the 
decline  in  prices  of  manufactured  goods.  This  phenomenon 
has  two  important  aspects  from  the  trade  standpoint.  Firstly, 
decreased  purchasing  power  in  agricultural  countries  limits 
the  market  for  industrial  products  and  secondly,  agricultural 
countries  have  found  their  normal  trade  balances  disturbed 
and  have  sought  correctives.  The  resulting  effect  of  this  situa¬ 
tion  is  that  agricultural  countries  have  been  led  to  take  action 
to  restrict  imports  of  industrial  products,  while  industrial 
countries,  in  the  lack  of  markets  for  manufactured  products, 
have  been  led  to  decrease  imports  of  agricultural  products. 
The  situation  resolves  itself  into  a  vicious  circle  of  trade  limi¬ 
tation  which  constitutes  at  the  moment  an  important  reverse 
current  in  the  normal  stream  of  international  trade. 
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A  discussion  of  trade  in  farm  products  involves  a  brief 
reference  to  markets  for  farm  products.  Markets  for  surplus 
farm  products  range  from  countries  which  import  a  large  per¬ 
centage  of  their  annual  food  supply  to  countries  which  pro¬ 
duce  a  large  percentage  of  their  annual  food  supply  and  import 
a  small  balance  to  augment  domestic  production.  The  United 
Kingdom  is  the  chief  example  of  the  first  type  of  market  and 
France,  Germany  and  Italy  are  typical  of  the  second  type  of 
market.  The  differences  in  the  domestic  economy  of  import¬ 
ing  market  bears  upon  the  question  of  trade  more  particularly 
in  times  of  economic  stress.  Perhaps  the  most  difficult  market 
from  the  trade  standpoint  is  the  so-called  continental  Euro¬ 
pean  market.  Henry  Chalmers  has  stated  that: 

When  one  speaks  of  the  commercial  policy  of  continental  Europe, 
one  needs  to  envisage  an  area  not  much  larger  than  that  of  the  United 
States,  broken  up  fiscally  into  twenty-six  different  countries,  each  with 
its  separate  tariff  boundaries  and  systems,  each  country  closely  imping¬ 
ing  and  dependent  upon  the  other,  and  most  of  them  with  a  traditional 
commercial  policy  and  complex  of  regulations  on  trade  that  have  had 
their  origin  sometimes  in  political  rather  than  economic  considerations. 
In  many  parts  of  Europe,  the  present  tariff  and  commercial  policy  is  still 
in  a  state  of  only  provisional  adjustment  to  the  political  and  economic 
realignments  resulting  from  the  World  War.  There  is  consequently  a 
degree  of  instability  and  frequency  of  change  in  trade  control  measures 
that  is  not  found  in  any  other  continent.2 

It  must  be  remembered  also  that  continental  Europe  is  a 
large  producer  of  agricultural  products.  The  point  may  be 
illustrated  by  reference  to  France,  Germany  and  Italy.  During 
the  five  years  from  1926  to  1930,  France  imported  16  per  cent 
of  her  total  wheat  requirements,  Germany  35  per  cent  and 
Italy  25  per  cent,  or  the  three  countries  combined  imported 
slightly  less  than  25  per  cent  of  their  total  requirements  of 
wheat.  It  is  only  natural  that  these  countries  should  be  in¬ 
clined  to  pay  more  attention  to  the  conditions  under  which 
their  own  production  is  marketed  than  the  conditions  under 
which  a  relatively  small  amount  of  foreign  wheat  reaches  their 
market.  Another  feature  of  the  continental  European  market 


2  H.  Chalmers,  “Current  Trends  in  Commercial  Policy.”  Annals  of 
the  American  Academy  of  Political  and  Social  Science,  Vol.  150  (July, 
1930),  pp.  129ff. 
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is  the  comparatively  high  degree  of  concentration  in  import 
trade  in  farm  products.  From  the  standpoint  of  exporting 
countries,  five  European  units  constitute  a  large  percentage 
of  the  total  European  market  for  surplus  farm  products. 
France,  Germany,  Belgium,  the  Netherlands  and  Italy  import 
the  following  percentages  of  total  continental  European  im¬ 
ports  of  the  following  list  of  commodities:  wheat,  75  per  cent; 
barley,  81  per  cent;  flaxseed,  87  per  cent;  butter,  81  per  cent; 
potatoes,  72  per  cent ;  apples,  84  per  cent ;  beef  and  beef  pro¬ 
ducts,  91  per  cent;  pork  and  pork  products,  71  per  cent.  For 
products  other  than  wheat  and  flax,  Germany  and  France  con¬ 
stitute  the  main  element  in  the  continental  European  market. 
These  figures  are  cited  in  order  to  bring  out  clearly  the  fact 
that  when  trade  regulations  in  France,  Germany  and  Italy 
(and  to  a  lesser  extent  Belgium  and  the  Netherlands)  are  dis¬ 
cussed,  they  represent  the  conditions  under  which  a  large  part 
of  the  agricultural  import  trade  of  continental  Europe  takes 
place. 

The  discussion  of  the  present  subject  may  be  opened  with 
reference  to  one  of  the  most  general  forms  of  governmental 
activity  projecting  into  the  field  of  international  trade,  namely, 
the  imposition  of  tariffs.  Tariffs  in  a  modem  sense  emerged 
from  mercantilist  doctrines  and  have  become  increasingly  im¬ 
portant  since  the  last  half  of  the  nineteenth  century.  Tariffs 
on  agricultural  products  have  an  interesting  historical  back¬ 
ground  which  must  be  explored  in  order  to  fully  appreciate 
their  present  status. 

The  growth  and  development  of  tariffs  in  connection  with 
trade  in  farm  products  may  be  illustrated  by  reference  to 
France,  Germany  and  Italy.  These  countries  began  a  policy  of 
protection  in  respect  to  farm  products  between  1870  and  1880. 
Agricultural  tariffs  are  therefore  deeply  rooted  in  their  eco¬ 
nomic  experience.  Their  genesis  lies  in  the  early  movement 
of  cheap  grains  from  the  New  World,  in  the  unstable  economic 
and  industrial  conditions  in  Europe  between  1870  and  1880, 
and,  in  a  sense,  to  the  growing  commercial  consciousness  of 
that  era.  In  1885  France  placed  duties  on  imported  cereals  and 
livestock,  and  by  1890  agriculture  was  moderately  protected 
all  along  the  line.  In  1892  a  new  tariff  act  was  passed  increas¬ 
ing  the  degree  of  protection  to  agriculture  and  industry.  In 
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1906  a  Customs  Commission  was  formed  to  inquire  into  the 
whole  tariff  structure  and  the  findings  of  this  body  were  large¬ 
ly  incorporated  into  the  Tariff  Act  of  1910,  the  last  pre-war 
tariff  revision.  Discussing  the  pre-war  tariff  situation  in 
France,  0.  Delle  Donne  states: 

As  a  whole,  the  French  pre-war  tariff  was  conceived  primarily  for 
the  benefit  of  agrarian  interests  .  .  .  the  industrial  and  agricultural 
interests  of  the  country  have  conspired  toward  the  maintenance  of  rigid 
protection.3 

In  Germany  agricultural  tariffs  emerged  in  1879  and  in 
1881,  1885  and  1887  duties  on  imported  foodstuffs  were  succes¬ 
sively  increased.  Throughout  this  period  landowners  and  in¬ 
dustrialists  co-operated  generously  for  material  protection. 
Following  an  intensive  investigation,  a  new  tariff  act  was 
passed  in  1902  and  further  protection  was  extended  to  agri¬ 
culture.  With  minor  changes,  this  tariff  remained  in  force 
until  1914. 

Agricultural  tariffs  in  Italy  developed  under  more  resis¬ 
tance  than  in  France  and  Germany.  The  tariff  act  of  1881 
completely  ignored  agriculture  and  not  until  1887  did  agricul¬ 
ture  receive  any  governmental  assistance.  Having  to  pur¬ 
chase  industrial  materials  abroad,  industrialists  in  Italy  were 
inclined  to  favor  the  cheapest  possible  food  supply.  Nor  was 
it  thought  advisable  to  prejudice  in  any  way  the  Italian  mar¬ 
kets  for  wines  and  vineyard  products.  In  1913  a  Tariff  Com¬ 
mission  was  appointed  to  review  the  whole  situation  but  the 
war  intervened. 

The  pre-war  tariffs  on  wheat  imposed  by  France,  Italy 
and  Germany  are  as  follows: 


France  Italy  Germany 


( Cents 

per  bushel) 

( Cents 

per  bushel) 

(Cents  per 

bushel) 

1885-87  . 

. 15.9 

1887-88  . 

.  7.6 

1879-84  . 

.  6.5 

1888-94  . 

. 26.6 

1888-94  . 

. 25.9 

1885-86  . 

.  20.0 

1894-1914  . 

. 37.0 

1894-1914  . 

. - . 39.0 

1887-92  . 

1893-1906  ... 
1906-14  . . 

.  33.0 

. .  23.0 

. .  37.0 

The  foregoing  brief  references  to  pre-war  tariff  policies 
are  made  in  order  to  show  how  deeply  rooted  agricultural  tariffs 
are  in  the  modern  economic  history  of  France,  Italy  and  Ger¬ 
many. 


3  European  Tariff  Policies  (New  York:  Adelphi  Co.,  1928),  p.  16. 
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At  the  conclusion  of  the  war  and  when  peace-time  occu¬ 
pations  were  resumed,  these  countries  were  not  long  in  picking 
up  the  threads  of  the  pre-war  policies.  France,  pending  a 
complete  tariff  revision  in  the  light  of  post-war  conditions, 
used  the  1910  tariff  as  a  basis,  multiplying  the  old  rates  by 
a  series  of  coefficients  to  meet  new  conditions  and  changed 
price  levels.  Rates  were  increased  as  high  as  50  per  cent 
on  some  commodities.  In  1926  a  tariff  revision  was  made 
and  existing  tariff  rates  were  increased  about  60  per  cent.  In 
September,  1927,  the  duty  on  wheat  was  increased  from  20 
to  27  cents  per  bushel  and  in  November,  1927,  to  37^  cents 
per  bushel. 

As  a  result  of  the  Treaty  of  Versailles,  Germany  lost  con¬ 
trol  of  her  tariff  policy  until  1925.  Until  that  date  Germany 
controlled  imports  by  a  licensing  system.  On  resuming  con¬ 
trol  of  tariff  policy,  the  German  government  sponsored  the 
following  statement: 

It  is  necessary  for  Germany  to  aim  more  than  ever  at  establishing 
an  equilibrium  in  her  foreign  trade.  In  order  to  achieve  this  object,  it  is 
essential  to  make  conditions  of  protection  as  favorable  as  possible,  and 
to  increase,  among  other  things,  the  intensity  of  German  agriculture. 
It  is  with  the  latter  object  in  view  that  the  exemption  from  duty,  which 
it  was  necessary  to  grant  to  the  most  important  agricultural  products 
during  the  war,  is  now  abolished.4 

In  August,  1925,  a  revised  tariff  was  introduced,  which 
incorporated  the  ideas  of  the  existing  government  in  regard 
to  agricultural  duties.  Particularly  heavy  duties  were  placed 
on  imported  livestock.  A  duty  of  32  cents  per  bushel  was 
placed  upon  imported  wheat. 

Immediately  following  the  war,  Italy  experienced  lack  of 
agreement  on  tariff  matters  but  in  1921  a  new  tariff  was  placed 
in  effect  by  Royal  decree.  The  new  tariff  included  agricul¬ 
tural  tariffs  but  these  were  suspended  indefinitely.  In  1925 
an  aggressive  agricultural  policy  was  inaugurated  by  Premier 
Mussolini.  The  agricultural  duties  included  in  the  1921  tariff 
were  brought  into  effect.  In  1925  it  was  reported  that: 

The  re-establishment  of  the  duty  came  as  a  surprise  although  for 
some  time  a  press  campaign  has  been  conducted  urging  greater  local 


4  Ibid,.,  p.  214. 
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grain  production  in  order  to  make  Italy  less  dependent  upon  foreign  mar¬ 
kets,  to  prevent  the  exodus  of  thousands  of  millions  of  liras  in  payment 
for  grain,  and  a  further  decline  in  the  value  of  the  lira  on  foreign  mar¬ 
kets.5 

Under  the  1925  tariff  Italy  imposed  a  duty  of  58  cents 
per  bushel  on  imported  wheat. 

Thus  by  192'6  or  1927,  agriculture  tariffs  in  the  foregoing 
countries  had  reached  a  position  of  importance  in  relation  to 
trade  in  farm  products.  In  June,  1926,  the  United  States  De¬ 
partment  of  Agriculture  stated:  “Agricultural  traiffs  have 
assumed  a  position  of  critical  importance  in  the  economic  struc¬ 
ture  of  post-war  Europe.”  6 * 8 

It  is  fitting  at  this  time  to  mention  the  international  situa¬ 
tion  between  1925  and  1929.  In  spite  of  repeated  suggestions 
in  earlier  years  it  was  not  until  1925  that  the  President  of 
the  Council  of  the  League  of  Nations  urged  the  assembly  “to 
begin  without  delay  the  arduous  task  of  regulating  inter¬ 
national  economic  life.”  A  preparatory  committee  was  formed 
in  1925  and  two  years  later  the  first  World  Economic  Confer¬ 
ence  was  held.  194  delegates  and  157  experts  from  fifty  mem¬ 
ber  and  non-member  States,  including  the  United  States  and 
Russia,  attended  the  Economic  Conference,  the  largest  and 
most  representative  gathering  of  its  kind  ever  assembled, 
according  to  the  Secretariat  of  the  League.  The  Conference 
included  in  its  report  the  following  reference  to  trade  restric¬ 
tions  : 

In  view  of  the  fact  that  harmful  effects  upon  production  and  trade 
result  from  the  high  and  constantly  changing  tariffs  which  are  applied 
in  many  countries; 

And  since  substantial  improvement  in  the  economic  conditions  can 
be  obtained  by  increased  facilities  for  international  trade  and  commerce; 

And  in  view  of  the  fact  that  tariffs,  though  within  the  sovereign 
jurisdiction  of  the  separate  States,  are  not  a  matter  of  purely  domestic 
interest  but  greatly  influence  the  trade  of  the  world; 


5  Department  of  Trade  and  Commerce,  Commercial  Intelligence 

Journal  (Ottawa:  King’s  Printer),  September  5,  1925  (Vol.  xxxm,  No. 

1127),  p.  224. 

8  Department  of  Agriculture,  Foreign  Crops  and  Markets  (Wash¬ 
ington:  Government  Printing  Office),  Vol.  12,  No.  26,  p.  881. 
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The  Conference  declares  that  the  time  has  come  to  put  an  end  to 
the  increase  in  tariffs  and  to  move  in  the  opposite  direction.7 

In  respect  to  agriculture  the  Conference  reported  as  fol¬ 
lows: 

It  is  desirable  that  all  hindrances  to  the  free  circulation  of  and 
trade  in  agricultural  products  should  be  removed,  in  so  far  as  their 
removal  does  not  endanger  the  vital  interests  of  the  different  countries 
and  their  workers. 

In  those  States  in  which  Customs  protection  is  maintained,  it  should 
be  reduced,  both  for  industry  and  agriculture,  to  the  lowest  possible 
point  indispensable  to  production;  care  should  be  taken  to  assist  in  the 
maintenance  of  an  equitable  balance  between  industry  and  agriculture 
and  not  to  stifle  one  to  the  advantage  of  the  other. 

The  system  of  export  prohibitions  and  export  duties  (with  the  excep¬ 
tion  of  taxes  levied  for  the  benefit  of  the  industry  concerned)  and  fre¬ 
quent  changes  in  Customs  tariffs,  which  long  experience  has  shown  to  be 
ineffectual  and  dangerous,  should  be  definitely  abandoned.8 

The  Conference  also  approved  the  draft  Convention  for 
the  Abolition  of  Import  and  Export  Prohibitions  and  Restric¬ 
tions,  a  proposed  agreement  to  outlaw  various  forms  of  quotas 
and  import  licenses. 

The  report  of  the  World  Economic  Conference  and  the 
Convention  for  the  Abolition  of  Import  and  Export  Prohibi¬ 
tions  and  Restrictions  were  lost  in  the  events  of  the  next  two 
years.  The  secretariat  of  the  League  states: 

As  regards  tariff  reduction  in  general,  it  had  been  evident  in  1929 
that  the  impulse  given  by  the  Conference  had  spent  itself.  The  Consul¬ 
tative  Committee  in  May,  1929,  summed  up  the  positin  in  cautious  but 
unmistakable  language.  It  states:  ‘A  year  ago  the  upward  movement 
of  tariffs  had  been  checked— a  beginning  had  been  made  with  stabilizing 
the  situation  by  means  of  commercial  treaties  ....  During  1928  a 
check  to  the  forces  which  are  continuously  being  exerted  in  every  coun¬ 
try  in  favour  of  greater  protection  has  persisted  but  it  cannot  be  said 
that  there  is  yet  a  move  in  the  opposite  direction.’  9 

Thus  the  world  moved  into  the  fateful  days  of  1929  with 
an  accumulation  of  trade  restrictions,  some  originating  in  pre¬ 
war  years  and  others  accumulated  during  the  difficult  period 
of  readjustment  following  the  late  war.  The  growing  realiza- 


7  International  Economic  Conference  1927,  Final  Report  (Geneva: 
League  of  Nations,  1927),  p.  30. 

8  Ibid.,  p.  45. 

9  League  of  Nations  Secretariat,  Ten  Years  of  World  Co-operation 
(London:  Hazell,  Watson  and  Viney,  1931),  pp.  199-200. 
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tion  of  depression  brought  general  increases  in  tariffs  and  the 
rigorous  application  of  other  forms  of  protectiion. 

Again  the  cereal  situation  may  be  used  to  illustrate  the 
growth  of  tariffs  during  1929  and  subsequent  years.  In  May, 

1929,  France  increased  the  import  duty  on  wheat  from  37 
cents  to  53  cents  a  bushel  and  in  June,  1930,  from  53  cents  to 
85  cents  a  bushel.  In  May,  1929,  Italy  increased  her  wheat 
duty  from  58  cents  to  73i/2  cents  per  bushel.  In  June,  1930, 
the  tariff  was  further  increased  to  86  cents  a  bushel  and  in 
August,  1931,  to  $1.07  per  bushel.  In  December,  1929,  Ger¬ 
many  increased  the  duty  on  wheat  from  42  cents  to  49  cents. 
In  January,  1930,  the  tariff  was  increased  to  62  cents,  in  April, 

1930,  to  97  cents,  in  September,  1930,  to  $1.20,  and  in  October, 
1930,  to  $1.62  per  bushel.  At  the  time  when  Germany  in¬ 
creased  the  duty  to  $1.62  per  bushel,  wheat  was  worth  about 
$1.50  per  bushel  in  Berlin,  90  cents  in  Liverpool,  and  about  68 
cents  in  Winnipeg.  Drastic  protection  for  the  wheat  producer 
soon  brought  about  demands  for  increased  protection  for  other 
branches  of  agriculture. 

European  agricultural  policies  cannot  be  divorced  from 
the  European  outlook  on  life.  Europe  is  a  war-ridden  conti¬ 
nent  with  traditional  fears,  likes  and  dislikes  and  always  there 
is  the  lingering  idea  that  history  may  repeat  itself.  If  a  coun¬ 
try  is  to  fight,  it  must  have  a  food  supply  as  far  as  possible 
independent  of  any  other  power.  Consequently  food  produc¬ 
tion  must  be  stimulated.  Since  1928  Europe  has  added  4  mil¬ 
lion  acres  to  its  wheat  area.  During  the  five  years  from  1928 
to  1932  wheat  production  in  France,  Germany  and  Italy  aver¬ 
aged  about  85  million  bushels  higher  than  during  the  preceding 
years.  These  results  are  due,  in  part  at  least,  to  governmental 
assistance. 

In  times  of  political  and  industrial  unrest,  the  European 
farmer  is  the  bulwark  of  the  established  order  of  things.  In 
France  in  particular  the  peasantry  cherish  their  private  pro¬ 
perty  rights.  If  these  things  be  considered  along  with  the 
political  power  that  lies  in  the  hands  of  the  landed  classes, 
the  quick  response  of  governments  to  the  interest  of  agricul¬ 
ture  are  easily  understood.  Europe  has  long  since  learned  the 
fine  art  of  tariff  bargaining.  One  way  to  bargain  is  to  shut  a 
neighbor  out  of  your  market  and  then  let  him  back  on  your 
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own  terms.  In  some  cases,  it  has  proven  good  business  for 
certain  European  countries  to  set  up  high  maximum  tariffs 
for  exporting  countries  to  nibble  at — knowing  at  the  same 
time  that  agricultural  countries  are  more  or  less  dependent 
on  continuous  markets.  These  factors  enter  into  the  typical 
European  conception  of  things  and  bear  upon  governmental 
policies  in  respect  to  agriculture  and  trade  in  agricultural  pro¬ 
ducts. 

The  tariff  policy  of  the  United  States  affords  an  example 
of  how  a  government  can  use  import  duties  in  such  a  way  as  to 
affect  the  volume  and  direction  of  trade  in  farm  products. 
Canada  especially  has  been  vitally  affected  by  tariffs  in  respect 
to  farm  products  put  into  effect  by  the  United  States.  Our 
exports  of  farm  products  to  the  United  States  have  been  af¬ 
fected  by  four  different  tariffs  imposed  during  the  past  twenty 


years.  These  tariffs  were: 

The  Underwood  Tariff . 1913  to  1921 ; 

The  Emergency  Tariff . _ . 1921  to  1922 ; 

The  Fordney-McCumber  Tariff .  1922  to  1930 ; 

The  Hawley-Smoot  Tariff . .  1930  to  date. 


An  examination  of  the  rates  under  the  four  tariffs  shows 
a  gradual  increase  in  duties  applicable  to  farm  products  enter¬ 
ing  the  United  States,  reaching  a  peak,  of  course,  in  the  Haw¬ 
ley-Smoot  Tariff  of  1930.  It  is  interesting  to  note  that  under 
the  Underwood  Tariff  the  following  items  were  free:  cattle, 
sheep,  bacon,  beef,  pork,  cream,  milk,  eggs,  and  wool.  Under 
the  most  recent  tariff  these  items  were  subject  to  duties  of 
varying  amounts. 

Table  I  shows  tariff  rates  on  representative  farm  pro¬ 
ducts  under  the  last  four  United  States  tariffs. 


TABLE  I* 

United  States  Tariff  Rates 


Underwood 

Emergency 

Fordney-McCumber 

Hawley-Smoot 

Wheat . . . 

10c  per  bus. 
15c  per  bus. 
free 

35c  per  bus. 

30c  to  42c  per  bus. 

42c  per  bus. 

Barley . 

15c  per  bus. 

20c  per  bus. 

20c  per  bus. 

Rye . . 

free 

15c  per  bus. 

15c  per  bus. 

Cattle . 

free 

30  per  cent 

IV2  to  2c  per  lb. 

2%  to  3c  per  lb. 

Sheep . . . - 

free 

$1  to  $2  per  head 

$2  per  head 

$3  per  head 

Butter _ _ 

2%c  per  lb. 

free 

free 

lc  per  lb. 

6c  per  lb. 

8  to  12c  per  lb. 

14c  per  lb. 

Cream . 

Eggs . - 

Poultry - 

5c  per  gal. 
free 

lc  per  lb. 

20  to  30c  per  gal. 
8c  per  doz. 

3c  per  lb. 

56  3-5c  per  gal. 
10c  per  doz. 

8c  per  lb. 

*  Prepared  by  the  External  Trade  Branch  of  the  Dominion  Bureau  of  Statistics. 
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Table  II  shows  exports  of  Canadian  farm  products  to  the 
United  States  in  selected  fiscal  years. 


TABLE  II* 


Exports  of  Canadian  Farm  Products  to  the  United  States 


1921  1925 


Wteat _ 42,324,894  bus.  5,418,516  bus. 

Barley .  304,878  “  9  881  “ 

Rye . - . . - .  717,068  “  3,784  “ 

Cattle . . .  295,279  head  125,193  head 

Sheep . . .  184,661  “  26,119  “ 

Rutter - - 59,938  cwt.  34,377  cwt. 

Cream . _ . 1,279,195  gal.  3,384,186  gal. 

Eggs- . .  191,258  doz.  119,435  doz. 

Poultry  (live)  718,819  head  839,440  head 


1930  1933 

6,804,099  bus.  51,900  bus. 
88,425  “  133  “ 

42  “  100  “ 

236,322  head  9,226  head 
6,848  “  700  “ 

207  cwt.  345  cwt. 
2,293,270  gal.  80,615  gal. 
61,051  doz.  9,314  doz. 
665,651  head  24,822  head 


Prepaied  by  the  External  Trade  Branch  of  the  Dominion  Bureau  of  Statistics. 


The  foregoing  figures  indicate  the  effect  of  existing  United 
States  tariffs  upon  Canadian  trade  and  especially  upon  the 
movement  of  livestock  and  animal  products  into  the  United 
States  market.  Canadian  trade  returns  show  that  in  the  fiscal 
year  ending  March  31,  1930,  exports  of  Canadian  farm  pro¬ 
ducts  to  the  United  States  amounted  to  $92,000,000,  while  for 
the  fiscal  year  1933  exports  of  farm  products  to  the  United 
States  amounted  to  only  $7,000,000.  Neither  discrepancies 
in  trade  figures  nor  falling  price  levels  account  for  this  drastic 
decline  in  our  exports  of  farm  products  to  the  United  States. 
The  figures  for  the  fiscal  year  just  ended  reveal  the  next  thing 
to  a  stoppage  of  trade,  as  far  as  our  exports  to  the  United 
States  are  concerned. 


Falling  price  levels  and  depreciated  currencies  have  limit¬ 
ed  the  effectiveness  of  tariffs  in  the  past  two  years.  The  result 
has  been  that  tariffs  have  been  implemented  with  further 
trade  control  measures  such  as  quotas,  import  licenses  and 
exchange  regulations.  In  dealing  with  trade  conditions  in 
1931,  the  United  States  Department  of  Commerce  states: 

The  usual  dominant  protective  motive  for  the  curtailment  of  imports 
has  been  often  overshadowed  during  the  past  year  by  the  need  for  in¬ 
creasing  governmental  revenues,  correcting  adverse  trade  balances,  pro¬ 
tecting  currency  values,  or  maintaining  the  government’s  financial  sol¬ 
vency  altogether.  To  attain  these  ends,  the  trade  control  measures 
taken  during  1931  have  included  not  only  increases  in  duties  but  quota 
limitations,  restricting  on  imports  in  other  forms,  exchange  controls.  .  .  . 
Incidentally,  it  is  significant  that,  in  the  case  of  several  countries,  im¬ 
port  restrictions  have  been  authorized  primarily  for  the  purpose  of  off- 
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setting'  earlier  restrictive  measures  on  the  part  of  other  countries.  But 
whatever  the  immediate  motive,  the  revival  of  such  quota  and  license 
controls  has  already  had  an  unsettling,  if  not  constricting,  effect  upon 
foreign  trade.  Evidence  has  also  appeared  of  the  difficulty  of  preventing 
the  operation  of  quota  systems  from  curtailing  unequally  the  normal 
course  of  imports  from  different  countries,  and  from  weakening  the  gov¬ 
erning  value  of  fixed  duties  or  carefully  worked-out  existing  treaties.10 

The  quota  is  being  used  in  many  countries  and  in  respect 
to  many  commodities.  The  quotas  in  effect  in  France  and  Ger¬ 
many  are  worthy  of  examination.  France  has  imposed  quotas 
on  imports  of  cattle,  horses,  sheep,  meat,  poultry,  eggs,  butter, 
cheese,  milk,  fresh  fruits  and  many  industrial  products.  The 
Statist  contains  a  reference  by  its  Paris  correspondent  deal¬ 
ing  with  the  attitude  of  the  French  government  towards  the 
quota  system: 

Let  it  be  noted  that  no  Ministers  defend  the  present  policy  as  any¬ 
thing  but  a  temporary  one.  M.  Rolling  (Minister  of  Commerce)  calls 
it  an  exceptional  reply  to  exceptional  circumstances.  But  he  claims  that 
it  must  contribute  directly  to  the  solution  of  the  crisis  in  tending  to 
bring  down  production  to  normal  and  thus  to  put  it  in  harmony  with  con¬ 
sumption.* 11 

The  position  of  the  French  government  is  explained  again 
as  follows: 

The  Government’s  chosen  weapon  of  defence  is  the  quota,  which  it 
advocates  on  the  grounds  that  it  achieves  its  purpose  of  safeguarding- 
the  home  market  for  home  industry  without  raising  prices  or  involving 
disputes  over  commercial  treaties.12 

Some  French  quotas  establish  total  imports  and  in  other 
cases  separate  quotas  are  established  for  each  exporting  coun¬ 
try.  The  quotas  are  based  upon  imports  during  a  previous 
period,  usually  a  three-year  or  five-year  period. 

Probably  one  of  the  best  examples  of  the  quota  applied 
by  countries  is  found  in  the  German  regulations  governing 
the  importation  of  butter.  For  1933,  Germany  has  fixed  'the 
total  volume  of  imports,  a  total  sharply  lower  than  actual 
imports  in  immediately  preceding  years.  The  total  import 


10  Bureau  of  Foreign  and  Domestic  Commerce,  Commerce  Reports 
(Washington:  Government  Printing  Office),  February  22,  1932  (No.  8, 
series  1932),  p.  403. 

11  The  Statist  (London),  April  30,  1932. 

12  Ibid.,  January  30,  1932. 
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quota  ensures  a  high  degree  of  production  for  the  domestic 
market. 

After  establishing  the  maximum  amount  of  butter  which 
may  be  imported  in  1933,  the  German  government  has  allo¬ 
cated  a  share  to  each  of  the  leading  exporting  countries.  Out 
of  total  imports  of  121.2  million  pounds  of  butter,  the  share  to 
each  of  the  exporting  countries  is  allocated  as  follows  (in  mil¬ 
lion  pounds) :  Denmark  32.7 ;  Estonia  7.3 ;  Finland  4.6 ;  Latvia 
12.7;  Lithunania  4.6;  Netherlands  25.4;  Sweden  9.6;  Russia 
5.7 ;  all  others  18.6.  Imports  under  the  quota  pay  a  duty  of 
8.1  cents  per  pound,  a  special  duty  levied  on  counttries  with 
depreciated  currencies,  and  not  more  than  one-tenth  of  the 
annual  allotment  may  be  imported  in  any  one  month.  Such 
regulations  as  these  afford  an  example  of  how  a  government 
may  completely  control  an  industry  both  in  respect  to  domes¬ 
tic  production  and  trade. 

A  somewhat  different  application  of  the  quota  system 
is  in  vogue  in  connection  with  the  grain  trade.  The  milling 
quota,  now  well  established  and  in  general  use,  allows  for  the 
arbitrary  fixing  by  governments  concerned  of  the  total  amount 
of  imported  wheat  which  may  be  used  in  domestic  mills.  The 
legislation  most  generally  invoked  involves  the  compulsory 
use  of  a  fixed  percentage  of  native  wheat  or  a  fixed  percentage 
of  imported  wheat  at  any  specified  time.  In  general  the  quotas 
are  variable  and  subject  to  change  according  to  conditions  in 
the  domestic  wheat  market.  On  December  1,  1929,  the  French 
government  established  a  milling  quota  whereby  French  mills 
were  required  to  use  97  per  cent  of  domestic  wheat.  In  July, 
1929,  the  German  government  introduced  a  milling  quota 
whereby  domestic  mills  were  compelled  to  use  30  per  cent  do¬ 
mestic  wheat  for  a  stated  period.  The  original  percentages  as 
fixed  in  France  and  Germany  have  been  altered  frequently  to 
meet  changing  supply  conditions  and  price  levels  and  at  the 
present  time  France  maintains  a  domestic  quota  of  100  per  cent 
and  Germany,  97  per  cent.  Wheat  quotas  in  Germany  and 
France  were  followed  by  similar  regulations  in  Italy,  Sweden, 
Netherlands,  Spain,  Latvia,  Greece  and  other  countries,  and  in 
a  modified  form  in  the  United  Kingdom.  Primarily  the  milling 
quotas  increase  the  demand  for  a  limited  supply  of  native 
wheat,  and  domestic  prices  have  tended  higher  than  would 
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otherwise  be  the  case.  A  direct  result  has  been  that  a  higher 
percentage  of  domestic  wheat  crops  has  been  used  for  the 
manufacture  of  bread  and  a  smaller  percentage  for  feeding 
purposes.  The  quotas  have  probably  meant  a  decrease  in  total 
imports  of  foreign  wheat,  the  stimulation  of  domestic  produc¬ 
tion,  the  deterioration  of  the  quality  of  breadstuffs  as  a  result 
of  the  admixture  of  too  much  European  soft  wheat  and  dis¬ 
tinct  preference  for  strong  wheats  such  as  Manitobas  in  so 
far  as  wheat  may  be  imported.  When  an  importer  can  only 
import  a  small  amount  of  foreign  wheat  he  naturally  imports 
the  strongest  milling  wheat  in  order  to  get  the  best  results  in 
a  mixture  with  a  large  percentage  of  soft  wheat. 

In  recent  years,  and  more  especially  since  September, 
1931,  when  the  United  Kingdom  and  so-called  sterling  coun¬ 
tries  abandoned  the  gold  standard,  exchange  control  has 
become  of  increasing  importance  in  governing  trade  relations. 
At  the  present  moment  governmental  control  of  exchange  is 
a  more  serious  form  of  trade  control  than  quotas  and  some 
other  forms  of  direct  trade  control  now  in  force.  Exchange 
control  may  be  exercised  in  two  directions.  During  the  war 
the  allied  nations  exercised  exchange  control  by  increasing 
the  supply  of  foreign  exchange  by  pledging  or  selling  foreign 
securities  abroad,  in  the  United  States  in  particular.  In 
this  way,  balances  were  maintained  against  which  imports 
of  war  materials  were  made.  This  form  of  exchange  control 
had  the  effect  of  facilitating  imports  and  the  flow  of  goods 
from  the  countries  where  such  balances  were  built  up.  In 
recent  years,  however,  the  control  of  exchange  has  been 
exercised  in  the  opposite  direction — that  is  in  the  direction 
of  limiting  the  supply  of  foreign  exchange  and  thereby  re¬ 
stricting  imports  from  abroad. 

The  actual  administration  of  such  control  is  carried  out 
in  several  ways.  Some  countries  control  exchange  dealings 
through  central  or  state  banks  as  in  Bulgaria,  Czechoslova¬ 
kia,  Estonia,  Germany,  Greece  and  other  countries.  In  other 
cases  exchange  control  is  exercised  through  special  boards 
set  up  for  the  purpose,  as  in  the  Argentine,  Bolivia,  Chile, 
Denmark  and  other  countries.  When  special  commissions  are 
established  for  the  purpose  they  generally  work  in  close  co¬ 
operation  with  central  or  state  banks. 
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The  most  stringent  control  of  exchange  dealing  exists 
where  all  transactions  take  place  through  a  monopoly  estab¬ 
lished  for  the  purpose.  This  is  the  type  of  control  exercised 
most  generally  in  Europe.  Machinery  of  this  type  allows  the 
responsible  authorities  to  exercise  as  much  control  over  ex¬ 
change  as  they  deem  wise  and  judicious  and  in  so  far  as  they 
act,  they  hold  life  and  death  power  over  import  trade.  A 
milder  form  of  control  exists  where  the  regulations  provide 
that  an  importer  must  get  the  approval  of  the  proper  auth¬ 
ority  before  purchasing  foreign  exchange.  This  form  of 
control  is  illustrated  by  the  regulations  in  effect  in  the  Argen¬ 
tine  and  Denmark.  The  Statist  deals  with  the  exchange  con¬ 
trol  system  in  Denmark  as  follows: 

The  Government  has  appointed  an  exchange  Committee  of  three 
with  the  sole  power  to  approve  or  disapprove  of  foreign  exchange  deal¬ 
ings  .  .  .  under  a  decree  which  came  into  force  on  February  1,  imports 
into  Denmark  can  only  take  place  against  a  certificate  of  authorization 
from  this  committee,  though  this  document  is  no  guarantee  that  the 
exchange  required  to  finance  the  goods  imported  will  be  available  when 
the  bill  falls  due.  The  individual  importer  makes  an  application,  on  a 
form  which  he  obtains  from  his  ordinary  bankers,  for  foreign  exchange 
to  buy  a  certain  class  of  goods.  The  applications  must  show  how  much 
foreign  exchange  the  importer  used  in  1931,  how  much  he  has  used  in 
1932  to  date,  and  how  large  his  stocks  of  goods  are.  If  the  Committee 
approves  of  the  importation,  a  certificate  is  issued,  stamped  with  a 
description  of  the  class  of  goods  for  which  it  is  to  be  used.  The  certi¬ 
ficate  has  to  be  shown  to  the  Customs  authorities  when  the  goods  are 
cleared  inwards,  as  the  Customs  must  make  sure  that  the  permission 
obtained  is  not  used  to  import  goods  other  than  those  for  which  the 
authorization  has  been  obtained.  The  certificate  is  delivered  up  to  the 
bank  when  the  exchange  is  completed  and  the  goods  have  been  paid 
for.13 

It  is  readily  seen  that  rigid  control  of  exchange  is  just 
as  effective  as  a  tariff  or  quota  in  regulating  imports.  The 
commission  has  absolute  power  to  prohibit,  curtail,  or  foster 
trade  with  any  country  depending  upon  how  it  chooses  to 
exercise  its  powers.  The  Danish  exchange  committee  might 
conceivably  say  to  an  importer,  “We  will  not  authorize  you 
to  purchase  francs  but  will  grant  you  the  required  amount 
of  sterling  to  meet  your  needs.” 


13  The  Statist  (London),  March  5,  1932. 
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Under  most  exchange  control  systems  commodities  are 
given  special  treatment  depending  upon  the  nature  of  the 
product  and  the  degree  of  necessity  behind  the  proposed  im¬ 
port.  Luxury  goods  of  course  are  scrutinized  very  closely 
while  foodstuffs  and  raw  materials  are  given  a  preference 
where  it  can  be  shown  that  economic  necessity  exists  for 
making  the  proposed  import. 

Trade  agreements  between  countries  have  a  distinct 
bearing  upon  the  volume  and  direction  of  trade.  The  Empire 
agreements  afford  a  good  example  of  commercial  treaties 
affecting  the  course  of  trade  in  farm  products.  Under  these 
agreements  the  various  constituent  parts  of  the  Empire  are 
given  preferences  in  the  United  Kingdom  in  return  for  pre¬ 
ferences  extended  to  the  products  of  that  country.  No  one  can 
say  definitely  just  what  effect  these  commercial  arrangements 
are  having  upon  the  volume  and  direction  of  trade  between  the 
contracting  countries.  The  fact  remains,  however,  that  it  is 
increasingly  difficult  for  non-empire  countries  to  compete  in 
respect  to  agricultural  products  in  the  British  market.  Dur¬ 
ing  the  four  months  from  January  to  April,  1933.  the  United 
Kingdom  imported  15  million  bushels  of  wheat  from  the 
Argentine  while  for  the  same  months  in  1932,  imports  from 
the  Argentine  amounted  to  22  million  bushels.  It  is  ques¬ 
tionable  whether  other  things  were  sufficiently  equal  to 
justify  the  conclusion  that  Argentine  exports  to  the  United 
Kingdom  were  reduced  in  volume  owing  to  the  existence  of 
the  6  cent  duty.  It  is  probable,  however,  that  the  Argentine 
has  tended  to  look  to  other  markets  where  she  can  compete 
on  equal  terms  with  Canada  and  Australia. 

Another  aspect  of  the  Empire  pacts  is  worthy  of  con¬ 
sideration.  If  the  Argentine  absorbed  the  6  cent  duty  on 
exports  to  the  United  Kingdom  since  January,  it  has  cost  the 
Argentine  over  $900,000  to  sell  about  $9,000,000  worth  of 
wheat  valued  on  a  c.i.f.  basis.  If  this  sacrifice  was  made  and 
if  similar  sacrifices  continue  to  be  made,  there  will  probably 
be  effects  upon  the  domestic  economy  of  the  Argentine.  The 
point  is  mentioned  merely  to  show  that  commercial  agree¬ 
ments  may  affect  trade  in  farm  products  and  may  very  defi¬ 
nitely  affect  domestic  economy  in  contracting  counttries. 
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There  are  just  three  brief  observations  which  I  wish  to 
make  in  connection  with  commercial  treaties.  In  the  first 
place  Canada  has  commercial  agreements  with  all  European 
countries  with  the  exception  of  Austria,  Poland,  Bulgaria, 
Turkey  and  Greece.  In  the  main,  Canadian  products  receive 
equality  of  treatment  with  products  from  other  agricultural 
countries.  We  have  no  treaty  with  Greece  with  the  result 
that  Canadian  products  pay  the  maximum  rates  of  duty, 
which  in  the  case  of  wheat  is  prohibitory.  The  Greek  govern¬ 
ment  however  found  that  hard  Canadian  wheat  was  needed 
for  mixing  purposes  and  since  last  January  has  been  granting 
quotas  to  Canada  under  the  minimum  rate.  For  some  time 
previous  however  the  movement  of  Canadian  wheat  to  Greece 
was  practically  stopped  because  of  the  lack  of  a  commercial 
agreement  with  that  country. 

In  the  second  place,  European  countries  are  very  reluct¬ 
ant  to  make  agreements  which  will  tie  their  hands  in  respect 
to  rates  of  duty  on  farm  products.  Germany  recently  de¬ 
nounced  a  commercial  agreement  with  Sweden  in  order  to 
free  herself  from  the  necessity  of  continuing  a  certain  tariff 
rate  on  butter. 

In  the  third  place,  it  is  not  unlikely  that  trade  agree¬ 
ments  will  become  of  increasing  importance  in  the  field  of 
international  trade.  Increased  governmental  supervision  of 
trade  and  the  increased  tendency  to  use  imports  as  a  bargain¬ 
ing  weapon  to  secure  foreign  markets,  accentuates  the  im¬ 
portance  of  the  commercial  treaty.  In  addition  the  World 
Economic  Conference  of  1927  suggested  bi-lateral  trade 
treaties  as  one  means  of  breaking  down  the  then  existing 
barriers  to  trade. 

Import  monopolies  in  the  modern  sense  owe  their  exist¬ 
ence  to  experiences  of  the  world  war  when  centralized  buying 
was  considered  advisable.  Import  monopolies  have  been 
adopted  by  several  countries  with  the  intention  of  affording 
protection  by  limiting  imports  without  resorting  to  tariffs  or 
quotas.  In  general,  import  monopolies  buy  home-produced 
products  at  a  higher  price  than  the  world  price  and  import 
appropriate  quantities  of  foreign  products  at  the  world  price. 
The  total  supply  is  then  resold  to  the  consumer  at  a  price 
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where  the  monopoly  will  break  even.  In  some  cases  govern¬ 
mental  monopolies  have  not  been  apprehensive  of  financial 
losses  on  annual  operations.  Switzerland  has  experimented 
with  import  monopolies  at  various  times  since  the  war.  Up 
to  1926  a  complete  state  monopoly  existed  whereby  the 
government  purchased  all  wheat,  domestic  and  foreign,  and 
then  resold  to  millers.  The  scheme  proved  expensive  and 
annual  losses  were  sustained.  The  idea  was  abandoned  in 
1926  but  three  years  later  a  modified  monopoly  plan  was  put 
into  operation.  Under  the  present  law  domestic  cereals  are 
purchased  at  a  fixed  price  and  resold  to  millers.  The  millers 
import  foreign  wheat  directly  but  must  use  a  fixed  percentage 
of  domestic  wheat.  With  the  drastic  fall  of  world  prices  of 
cereals  the  cost  of  maintaining  a  relatively  high  domestic 
price  level  is  becoming  increasingly  greater  and  it  has  been 
suggested  that  some  limitation  be  placed  upon  the  spread  be¬ 
tween  domestic  prices  and  international  price  levels. 

Norway  has  had  somewhat  similar  experiences  in  regard 
to  import  monopolies  in  respect  to  cereals.  Under  a  law 
enacted  in  1929,  the  state  Grain  Monopoly  purchased  all 
home-grown  wheat  of  milling  quality  at  a  price  considerably 
higher  than  the  existing  world  price.  The  native  wheat  is 
cleaned,  graded  and  resold  to  flour  mills.  Flour  mills  can 
purchase  imported  wheat  from  the  monopoly  at  a  fixed  price 
and  must  mix  domestic  and  foreign  wheat  according  to  regu¬ 
lations  prescribed  by  the  monopoly.  Somewhat  similar  forms 
of  governmental  organization,  which  have  had  definite  reper¬ 
cussions  in  the  field  of  trade,  are  found  in  Lithuania,  Latvia, 
Esthonia,  Sweden,  and  Czecho-Slovakia. 

In  general  the  monopolies  work  along  somewhat  similar 
lines  and  in  practically  every  case  the  domestic  producer  has 
been  subsidized  and  imports  of  foreign  cereals  have  been 
curtailed.  The  operations  of  import  or  export  monopolies  do 
not  function  well  in  relation  to  organized  markets.  The 
import  boards  replace  a  large  number  of  small  buyers,  pur¬ 
chase  in  large  quantities  at  infrequent  intervals  and  tend  to 
affect  the  continuity  of  trading  upon  organized  exchanges. 
Under  such  a  system,  purchasing  in  foreign  markets  is  sub¬ 
ject  to  arbitrary  decision  of  the  import  boards  themselves,  and 
this  fact  leaves  the  door  open  for  the  allocation  of  purchases 
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to  countries  extending  privileges  in  respect  to  other  com¬ 
modities. 

Time  will  only  permit  a  brief  reference  to  the  question 
of  export  subsidies.  The  previous  paper  has  referred  to  the 
Paterson  scheme  in  Australia  whereby  exports  of  butter  are 
subsidized.  In  1931  the  Union  of  South  Africa  commenced 
paying  export  bounties  on  a  wide  range  of  farm  products 
including  corn,  wool,  mohair,  eggs,  butter,  citrus  and  decidu¬ 
ous  fruits,  frozen  and  chilled  beef,  live  cattle  and  sheep.  The 
bounties  were  regarded  at  the  time  as  a  compensation  to  the 
South  African  producer  for  the  government  remaining  on 
the  gold  standard  when  Australia  and  the  Argentine  had  the 
temporary  trade  advantage  resulting  from  depreciated  cur¬ 
rencies.  The  funds  for  the  bonuses  were  derived  from  a  5 
per  cent  tax  on  practically  all  imports.  When  South  Africa 
abandoned  the  gold  standard  late  in  1932,  the  bonuses  were 
reduced  but  are  still  maintained. 

The  general  use  of  export  bounties  is  limited  in  several 
ways.  Governmental  revenues  have  been  decreasing  in 
recent  years  and  the  money  for  the  payment  of  export  boun¬ 
ties  is  extremely  limited.  In  general,  competing  countries 
will  not  allow  the  advantage  of  an  export  bonus  to  remain 
for  long.  Competition  for  limited  markets  is  such  that  if  a 
country  decides  to  subsidize  exports  competing  countries  will 
in  due  course  equalize  competitive  conditions  either  by  grant¬ 
ing  similar  subsidies  or  by  indirect  means  such  as  exchange 
control.  The  existence  of  anti-dumping  legislation  must  be 
considered  when  export  subsidies  are  contemplated.  Export 
bonuses  are  not  relatively  important  factors  in  present  day 
trade  in  farm  products  and  will  likely  disappear,  except  in 
special  cases,  with  a  moderate  improvement  in  prices. 

Brief  reference  may  be  made  at  this  time  to  some  Euro¬ 
pean  regulations  which  have  the  effect  of  stimulating  exports 
of  wheat  and  derivative  products  from  certain  European 
countries,  notably  France  and  Germany.  In  addition  to  the 
regulations  previously  described  governing  the  grain  trade 
in  Germany,  a  further  regulation  covering  the  conditions 
upon  which  domestic  wheat  can  be  exported  should  be  men¬ 
tioned.  The  best  wheat  areas  in  Germany  are  in  the  eastern 
part  of  the  country  while  the  largest  industrial  populations 
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are  in  western  Germany,  thereby  involving  an  internal  trans¬ 
portation  problem.  In  addition,  bread  made  from  too  large 
an  admixture  of  domestic  wheat  is  of  very  poor  quality. 
Therefore,  for  many  years  Germany  has  allowed  the  importa¬ 
tion  of  foreign  wheat  where  a  similar  amount  of  domestic 
wheat  has  been  exported.  When  an  exporter  furnishes  the 
government  with  a  certificate  showing  that  he  has  exported 
a  certain  volume  of  domestic  wheat,  he  is  then  allowed  to 
import  a  similar  quantity  of  foreign  wheat  duty  free  or  at  a 
low  rate  of  duty.  Under  this  system,  domestic  wheat  is 
exported  from  eastern  Germany,  foreign  wheat  is  imported 
through  western  Germany,  and  the  bread  supply  of  the  whole 
country  is  greatly  improved  by  the  exchange.  Even  though 
Germany  were  self-sufficient  in  respect  to  wheat  production, 
she  would  still  import  strong  wheats.  Canada  has  a  peculiar 
advantage  in  connection  with  these  regulations. 

Somewhat  the  same  situation  exists  in  France  where  a 
miller  can  import  foreign  wheat  duty  free  if  he  can  show 
where  he  has  exported  an  equivalent  amount  of  flour.  Even 
though  France  harvested  a  crop  in  1932  in  excess  of  domestic 
consumption,  she  is  importing  wheat  during  the  present  crop 
year.  These  regulations  are  merely  a  means  of  allowing  the 
importation  of  high  quality  foreign  wheat  without  increasing 
the  total  supply  of  wheat  available  within  the  country,  and 
without  materially  affecting  internal  price  levels. 

The  persistent  and  increasing  regulation  of  trade  in 
continental  European  countries  has  had  the  effect  of  stimu¬ 
lating  the  flow  of  farm  products  to  the  United  Kingdom. 
Shipments  of  Argentine  wheat  in  the  fall  of  1929  and  Russian 
wheat  in  the  fall  of  1930  and  1931  illustrate  the  tendency 
for  farm  products  to  gravitate  towards  the  freest  market. 
The  supply  of  farm  products  offered  for  sale  in  the  British 
market  plus  the  low  level  of  prices  created  a  serious  problem 
for  the  British  farmer.  The  past  two  years  have  witnessed 
a  complete  change  in  attitude  on  the  part  of  the  United 
Kingdom  in  regard  to  agriculture  and  trade  in  agricultural 
products.  By  the  Abnormal  Importations  Act  of  November 
1931  and  the  Import  Duties  Act  of  March  1932  the  United 
Kingdom  embarked  upon  a  system  of  protection  in  which 
agriculture  shared.  By  the  Agricultural  Marketing  Act  of 
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1931  the  United  Kingdom  evidenced  a  new  interest  in  internal 
marketing  problems.  Under  proposed  amendments  to  the 
Agricultural  Marketing  Act  now  being  discussed,  the  prin¬ 
ciple  of  controlling  imports  is  an  essential  feature.  The 
Wheat  Act  of  1931  provides  for  the  payment  of  a  guaranteed 
price  to  domestic  growers,  the  funds  for  the  bonus  being 
raised  by  a  tax  on  flour.  In  a  period  of  two  years  the  United 
Kingdom  has  abandoned  its  traditional  policy  of  seeking  the 
cheapest  possible  food  supply  and  is  now  in  the  midst  of  a 
program  of  agricultural  protection  and  increasing  trade  con¬ 
trol,  reflecting  in  a  milder  way  the  measures  adopted  by 
continental  countries  at  an  earlier  date. 

Time  has  permitted  the  discussion  of  only  a  few  of  the 
many  governmental  policies  which  affect  trade  in  farm  pro¬ 
ducts.  In  conclusion,  it  may  be  stated  that  the  general  effects 
of  the  foregoing  measures  have  been  to  limit  the  volume  of 
trade  in  farm  products,  to  disturb  normal  trade  relationships, 
and  to  create  a  feeling  of  uncertainty  resulting  from  frequent 
changes  in  tariffs,  quotas  and  other  restrictions. 


THE  FUNCTIONS  AND  RESPONSIBILITIES  OF 
GOVERNMENTS  IN  AGRICULTURAL  MARKETING 


W.  M.  DRUMMOND 

According  to  the  program  and  more  simply  stated  the 
question  allotted  to  me  for  discussion  is:  what  part  should 
governments  play  in  the  business  of  marketing  farm  products. 
Despite  this  fact  I  believe  it  was  the  desire  of  the  committee 
concerned  that  I  should  confine  myself  largely  to  a  considera¬ 
tion  of  how  far  governments  should  go  in  the  matter  of  fixing 
or  otherwise  controlling  the  price  of  farm  products.  There  is 
probably  no  better  method  of  arriving  at  conclusions  on  a 
question  of  this  sort  than  by  considering  as  carefully  as  may 
be  some  of  the  answers  already  given  by  others.  This  method 
is  particularly  inviting  in  respect  of  the  question  at  issue  not 
only  because  opinions  on  the  subject  have  been  and  are  being 
freely  expressed  but  because  of  the  vast  amount  of  practical 
experimentation  in  the  field  of  government  price  control  that 
has  been  taking  place  in  recent  years.  This  experimentation 
represents  in  concrete  form  the  sort  of  answer  to  our  question 
that  has  been  offered  by  several  modern  governments.  And 
since  the  two  preceding  papers  have  described  some  of  these 
governmental  experiments  the  present  paper  will  appear  some¬ 
what  in  the  nature  of  a  sequel  inasmuch  as  it  may  attempt  an 
economic  evaluation  of  price-controlling  programs  of  the  type 
already  outlined. 

We  may  begin  by  noting  that  all  the  post-war  government 
price-control  programs  have  had  as  their  basic  objective  the 
raising  of  farm  prices.  Whether  they  have  been  called  price- 
stabilization  measures,  price-control  measures,  price-fixing  or 
pegging  measures  or  price-raising  measures,  the  prime  concern 
has  been  the  raising  of  selling  prices.  Now  if  the  price  of  a 
farm  product  is  so  low  as  to  require  raising  it  must  be  due  to 
one  or  more  of  four  general  causes.  The  supply  of  the  com¬ 
modity  must  be  too  large ;  the  demand  for  it  must  be  too  small ; 
the  low  price  must  be  part  of  a  general  drop  in  prices  occurring 
during  a  depression  and  not  directly  traceable  to  the  supply  and 
demand  situation  of  the  particular  commodity  concerned;  or, 
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finally,  the  spread  between  farm  and  consumer  prices  must  be 
too  wide  resulting  in  too  .small  a  share  of  the  consumer’s  dollar 
being  returned  to  the  farmer.  If  these  causes  or  influences 
serve  to  explain  why  prices  are  low,  it  would  seem  that  any 
attempt  at  price  raising,  governmental  or  otherwise,  must  aim 
at  counteracting  or  lessening  their  effect.  More  concretely 
some  way  must  be  found  to  reduce  supply,  or  to  increase  de¬ 
mand,  or  to  get  rid  of  the  depression  or  to  narrow  the  spread 
between  producer  and  consumer.  We  shall  not  stop  to  consider 
what  governments  may  or  may  not  do  about  getting  rid  of  de¬ 
pressions  except  to  note  that,  were  business  depressions  elimi¬ 
nated,  much  of  the  alleged  need  for  and  experimentation  with 
government  price-fixing  would  automatically  pass.  It  is  also 
noteworthy  that  the  existence  and  course  of  a  business  depres¬ 
sion  may  go  far  to  wreck  the  prospects  of  government  price- 
control  schemes  the  successful  working  of  which  depends  to  a 
great  extent  on  statistical  calculations  whose  accuracy  is  bound 
to  decrease  as  general  economic  conditions  depart  from  normal. 
Of  the  three  remaining  general  methods  of  raising  prices, 
namely  reduction  of  supply,  increasing  of  demand,  and  narrow¬ 
ing  of  market  spread,  there  is  a  sense  in  which  only  the  last 
may  be  said  to  belong  properly  and  directly  to  the  field  of 
marketing.  Strictly  speaking  supply  control  is  supposed  to  be 
a  producer  function  and  demand  control  a  consumer  function. 
Insofar,  however,  as  the  obtaining  of  a  higher  price  for  a  com¬ 
modity  may  be  considered  part  of  its  marketing,  all  govern¬ 
ment  price-control  measures  may  be  regarded  as  marketing 
measures.  If  they  do  not  always  actually  involve  the  act  of 
selling  they  at  least  influence  the  selling  price.  This  point 
is  rather  important  since  the  great  majority  of  price-raising 
schemes  have  concentrated  attention  upon  indirect  and  artifi¬ 
cial  control  of  supply  and  demand,  and  have  either  ignored  or 
tended  to  minimize  the  importance  of  trying  to  raise  prices  by 
effecting  economies  in  marketing  methods. 

An  excellent  example  of  the  attempt  to  raise  price  by  influ¬ 
encing  supply  is  the  Stevenson  rubber  restriction  plan.  In 
1922,  when  this  scheme  was  initiated,  British  producers  of 
rubber  were  in  the  seemingly  fortunate  position  of  being  de¬ 
pended  upon  for  75  per  cent  of  the  world’s  requirements  and 
this  at  a  time  when  the  immediate  future  demand  for  rubber 
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was  obviously  certain  to  increase.  It  seemed  to  them  that  they 
possessed  at  least  a  quasi-monopoly  advantage.  Under  these 
circumstances  the  British  government  decided  that  if  the  sup¬ 
plies  allowed  to  go  on  the  market  were  kept  small  enough  rub¬ 
ber  prices  could  be  raised  to  almost  any  limit  desired.  The 
immediate  or  early  effect  of  their  restriction  policy  was  a  very 
pronounced  price  rise,  probably  sufficient  to  turn  losses  into 
gains  for  even  the  most  marginal  producers.  But  this 
price  rise  soon  brought  some  unexpected  but  perfectly  natural 
results  outside  the  controlling  country.  Many  Dutch  and 
American  producers  who  had  been  either  in  a  marginal  position 
or  forced  to  suspend  production  operations  under  the  previous 
low  prices  suddenly  found  themselves  in  the  profit-making 
class  and  hastened  to  take  full  advantage  of  the  fact.  Not 
being  subject  to  the  export  restrictions  of  their  British  bro¬ 
thers  they  rapidly  increased  production  and  export.  Bud¬ 
grafting  operations,  tapping  of  the  highest-producing  trees, 
and  more  intensive  cultivation  brought  large  increases  of  sup¬ 
plies.  And  by  planting  several  times  as  many  seedlings  as  they 
expected  to  retain  as  mature  trees  and  by  tapping  to  exhaustion 
the  weaker  trees  as  the  plantation  matured,  they  were  able  to 
get  rubber  several  years  before  the  end  of  the  orthodox  seven 
year  period  between  seed  time  and  first  tapping.  Moreover  the 
demand  for  rubber  in  its  chief  market,  the  United  States, 
proved  far  less  inelastic  than  had  been  anticipated.  The  chief 
demand  for  rubber  was  for  use  in  automobile  tires.  And  it  so 
happened  that  certain  motor  car  manufacturers  made  the  im¬ 
portant  discovery  that  their  profits  would  be  much  larger  if 
they  could  turn  out  a  large  number  of  cars  at  a  low  price  than 
a  small  number  at  a  high  price.  This  demand  for  a  low-priced 
car  meant  a  corresponding  demand  for  low-priced  rubber.  This 
latter  demand  was  soon  reflected  in  all  sorts  of  attempts  on  the 
part  of  Americans  to  make  themselves  independent  of  British 
rubber  supplies.  These  attempts  included  rubber  plantation 
developments  in  Liberia,  Brazil  and  elsewhere,  the  reclaiming 
of  used  rubber,  and  even  the  search  for  synthetic  rubber. 

Surveying  the  results  of  the  restriction  scheme  it  cannot 
be  denied  that  from  1923-27  English  rubber  producers  made 
greater  profits  than  otherwise  could  have  been  expected.  On 
the  other  hand  it  is  equally  probable  that  losses  since  1928  have 
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left  little  in  the  way  of  net  profits  for  even  the  most  ardent 
defender  of  restriction.  In  addition  the  British  contribution 
to  the  world’s  rubber  supply  shrank  from  75  per  cent  of  the 
total  in  1922  to  48  per  cent  at  the  end  of  the  restriction  period 
in  1928.  During  the  same  period  the  Dutch  increased  their 
share  from  16  to  34  per  cent  of  the  world’s  total.  Incidentally 
much  of  this  increase  was  native  rubber  so  produced  that  it 
could  be  marketed  at  prices  easily  below  the  Englishman’s  cost. 
With  the  removal  of  restriction  frantic  efforts  were  made  in 
1929,  1930  and  1931  to  regain  for  British  producers  a  large 
part  of  the  tonnage  marketed.  These  efforts  resulted  only  in 
building  up  an  unwanted  visible  supply  and  in  carrying  prices 
to  the  lowest  levels  ever  recorded.  The  consequences  of  govern¬ 
ment  restriction  brought  about  this  demoralization  before  the 
present  depression  checked  American  buying.  The  depression 
merely  made  “confusion  worse  confounded.” 

A  further  important  point  is  that  the  most  efficient  British 
estates,  struggling  during  the  restriction  period  under  the 
burden  of  distributing  their  overhead  over  much  less  than  full 
production,  were  unable  to  spend  for  research  and  improvement 
of  methods  as  much  money  as  the  most  efficient  Dutch  and 
American  plantations  which  were  distributing  overhead  over 
full  production.  For  this  reason  the  best  English  plantations 
lost  ground  in  technical  competition  and  since  1928  have  had 
no  market  condition  to  allow  them  to  try  to  regain  any  of  that 
lost  ground.  This  case  serves  to  illustrate  one  of  the  most 
serious  objections  to  any  such  restriction  schemes,  namely  the 
danger  that  they  may  positively  discourage  scientific  develop¬ 
ments  and  thereby  weaken  the  competitive  power  of  the  areas 
in  which  they  are  adopted.  It  may  indeed  be  possible  that 
when  the  later  history  of  the  rubber  trade  is  written,  it  will 
be  found  that  the  Stevenson  restriction  scheme  allowed  Eng¬ 
lish  growers  to  win  a  battle  but  caused  them  to  lose  a  war. 

The  Stevenson  plan  is  illustrative  of  the  doubtful  wisdom 
of  trying  to  raise  prices  by  the  simple  expedient  of  reducing 
exports.  Substantially  similar  if  not  more  serious  results  have 
followed  the  adoption  of  the  same  principle  when  applied  to 
the  marketing  of  Brazilian  coffee.  The  chief  differences  seem 
to  be  that  in  the  case  of  coffee  government  restriction,  instead 
of  raising  prices,  has  finally  so  reduced  them  and  incidentally 
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reduced  the  governments  to  such  a  degree  of  financial  embar¬ 
rassment  that  they  are  now  forced  to  make  the  best  of  a  very 

bad  job  by  carrying  out  monthly  a  policy  of  positive  wholesale 
destruction. 

The  artificial  restriction  of  exports  as  a  method  of  price 
laising  is  obviously  not  capable  of  wide  application  in  respect 
to  agricultural  commodities.  The  two  commodities  just  men¬ 
tioned  are  exceptional  in  that  individual  countries  have  had 
such  a  large  measure  of  monopoly  advantage  in  their  produc¬ 
tion.  And  since  there  is  no  farm  product  the  major  part  of 
whose  total  production  takes  place  in  Canada,  there  would  seem 
to  be  neither  opportunity  for  nor  possibility  of  raising  our 
farm  prices  by  artificially  restricting  exports.  Insofar,  how¬ 
ever,  as  .several  of  the  United  States  Farm  Board  programs 
and  that  of  our  own  government  in  respect  of  wheat  involve 
withholding  supplies  from  the  market  (whether  domestic  or 
foreign)  when  prices  are  below  certain  levels,  these  programs 
may  be  considered  as  modified  types  of  supply  restriction 
measures.  It  may  be  objected  that  such  plans  have  been 
adopted  and  worked  out  in  the  name  of  price  stabilization  on 
the  assumption  that  more  stable  prices  would  mean  higher 
average  prices  and  were  not  intended  to  raise  prices  beyond 
those  which  supply  and  demand  conditions  would  give;  in  other 
words  that  there  has  been  no  thought  of  limiting  the  total 
aggregate  quantities  offered  by  producers  but  merely  of  influ¬ 
encing  the  manner  in  which  those  total  supplies  were  placed 
on  the  market.  Even  so  it  must  not  be  forgotten  that  the  same 
claim  was  advanced  on  behalf  of  the  rubber  and  coffee  plans 
already  mentioned.  In  fact  both  were  specifically  described  as 
price-stabilization  plans,  and  this  despite  the  fact  that  rubber 
prices  during  the  Stevenson  restriction  period  showed  far  less 
tendency  toward  stabilization  than  in  the  years  immediately 
preceding.  Indeed  the  1922-28  period  was  one  of  unexampled 
prosperity  for  speculators  in  rubber. 

Realizing  then  that  the  Federal  Farm  Board  and  Canadian 
government  programs  referred  to  represent  attempts  at  sta¬ 
bilizing  farm  prices  and  assuming  (which  is  somewhat  doubt¬ 
ful)  that  greater  stability  of  agricultural  prices  would  be 
economically  advantageous  to  the  farmers,  what  has  to  be 
decided  is  first,  whether  or  not  it  is  possible  for  farmers  to 
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perform  the  stabilizing  unaided  and  second,  if  so,  whether  the 
government  would  be  able  to  accomplish  the  task  much  more 
efficiently.  The  examples  of  our  own  wheat  pool,  the  California 
fruit  growers,  the  New  Zealand  dairy  farmers,  the  Danish 
farmers,  and  many  others  show  quite  clearly  that  there  is 
nothing  to  prevent  farmers,  acting  co-operatively,  from  making 
supply  and  demand  calculations  and  directing  the  flow  of  their 
products  to  market  accordingly.  And  as  for  knowing  when  to 
undertake  a  stabilization  operation  and  at  what  price  to  support 
the  market  there  is  no  evidence  to  date  that  a  government 
agency  is  superior  to  either  farmers  acting  co-operatively  or 
private  traders.  In  fact  a  comparison  of  Farm  Board  and 
Canadian  pool  policies  indicates  rather  the  reverse.  Compare, 
for  example,  the  Farm  Board’s  fixed  loan  value  of  $1.25  per 
bushel  with  the  pool’s  initial  payment  guarantee  of  $1. 

The  large  degree  of  error  of  both  these  organizations 
merely  goes  to  emphasize  how  very  speculative  stabilization 
activities  are.  Ability  to  stabilize  the  price  of  a  commodity 
means  ability  to  estimate  exactly  its  supply  and  demand  not 
to  mention  ability  to  estimate  and  allow  for  the  general  trend 
of  business  conditions.  And  if  it  proved  impossible  to  estimate 
the  supply  and  demand  for  a  commodity  like  rubber,  which  for 
the  most  part  was  produced  in  one  country  and  consumed  in 
one  other,  it  would  seem  on  the  face  of  things  well  nigh  hope¬ 
less  to  attempt  accurate  estimates  for  commodities  of  universal 
production  and  use  such  as  wheat  or  livestock.  Moreover  there 
is  the  very  important  fact  which  may  easily  be  overlooked, 
namely  that  the  mere  existence  and  declared  policy  of  govern¬ 
ment  stabilization  may  prove  to  be  a  most  unstabilizing 
influence.  As  recent  events  have  proved  there  is  no  telling  how 
big  a  wrench  such  policies  may  prove  to  be  when  thrown  into 
the  complex  economic  machinery.  Governments,  when  they 
adopt  such  policies,  are  apt  to  assume  that  other  things  will 
remain  the  same  after  as  before  whereas  their  very  entry  con¬ 
stitutes  a  challenge  to  other  things  to  change.  And  since  those 
other  things  happen  to  be  the  very  supply  and  demand  condi¬ 
tions  which  have  already  been  estimated  the  fundamental  basis 
of  price  stabilization  has  been  upset  from  the  beginning. 

But  quite  apart  from  the  practical  difficulties  of  stabiliza¬ 
tion  operations  there  are  several  reasons  why  it  is  extremely 
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doubtful  whether  governments  should  undertake  such  mea¬ 
sures.  To  begin  with  the  presumed  object  of  stabilizing  prices 
is  to  stabilize  net  incomes.  From  the  data  available,  however, 
it  would  appear  that  stable  prices  do  not  always  mean  stable 
net  incomes.1  It  depends  on  the  commodity  concerned.  Appar¬ 
ently,  for  example,  large  wheat  crops  sold  at  low  prices  usually 
yield  somewhat  more  income  than  small  crops  sold  at  high 
prices  whereas  in  the  case  of  cotton  the  reverse  holds  true. 
This  being  so  it  would  appear  that,  in  the  case  of  wheat  at 
least,  price  stabilization  of  the  inter-seasonal  type  would  result 
in  more  instead  of  less  fluctuations  in  net  income.  In  other 
words,  in  order  to  stabilize  the  income  of  wheat  farmers,  it 
would  be  necessary  for  the  government  to  withdraw  part’  of 
the  crop  in  years  of  small  output  and  sell  it  in  years  of  large 
crops.  Since  it  is  fairly  obvious  that  neither  farmers  nor 
consumers  would  tolerate  such  procedure  and  .since  withhold¬ 
ing  wheat  in  years  of  large  crops  and  selling  it  in  small  crop 
years  would  increase  fluctuations  in  the  net  income  of  wheat 
growers,  it  would  seem  wise  for  governments,  at  least  as  a 
normal  policy,  to  refrain  altogether  from  wheat-stabilization 
operations,  at  any  rate  those  of  the  inter-seasonal  type.  Inci¬ 
dentally  it  may  be  remarked  that  there  is  a  grave  danger  that 
a  move  intended  as  an  intra-seasonal  stabilization  operation, 
something  to  protect  farmers  from  purely  temporary  factors 
unrelated  to  the  supply  and  demand  situation  for  the  year  as  a 
whole,  will  become  transformed  into  a  distinctly  inter-seasonal 
operation.  The  price  supporting  action  of  the  Farm  Board  in 
the  fall  of  1929  affords  an  excellent  illustration  of  this. 

But  even  in  cases  where  stable  prices  would  result  in  stable 
net  incomes,  there  are  serious  objections  to  government  stabi¬ 
lization.  For  one  thing  it  would  seem  that  they  are  almost 
certain  to  result  in  financial  losses  to  the  governments.  When 
prices  are  fixed  by  uncontrolled  supply  and  demand,  a  very 
large  crop  in  one  year  is  apt  to  induce  reduced  acreage  in  the 
year  or  two  following.  But  when  a  government  supports  the 


1  J.  D.  Black,  Agricultural  Reform  in  the  United  States  (New  York: 
McGraw-Hill,  1929),  pp.  95-151,  contains  excellent  discussion  of  the  rela¬ 
tionships  between  the  yield  of  various  crops  and  farmer’s  net  income. 
See  also  E.  A.  Stokdyke  and  C.  H.  West,  The  Farm  Board  (New  York: 
Macmillan  Co.,  1930). 
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price  in  a  large  crop  year  by  withdrawing  part  of  the  supply, 
all  incentive  to  reduce  acreage  is  destroyed.  If  the  acreage  is 
not  reduced  there  will  be  slight  chance  of  small  crops  occurring. 
And  if  small  crops  do  not  occur  it  will  be  impossible  to  sell  that 
part  of  the  large  crop  previously  withdrawn  for  as  much  as  was 
paid  for  it.  In  fact  opportunities  to  stabilize  prices  without 
incurring  losses  appear  to  exist  only  pecause  stabilization  is 
not  attempted. 

Another  objection  follows  directly  from  this.  If  a  govern¬ 
ment  incurs  a  loss  in  stabilization  operations,  that  loss  becomes 
the  farmer’s  gain  and  acts  as  an  agricultural  subsidy  and  very 
often  at  the  very  time  when  increased  production  is  the  last 
thing  desired.  For  example  the  American  and  Canadian 
government’s  market-supporting  measures  have  at  least 
reduced  farmers’  losses  and  thereby  encouraged  them  to  con¬ 
tinue  production  and  this  at  the  very  time  that  both  govern¬ 
ments  seem  convinced  that  the  fundamental  remedy  for  low 
prices  is  production  curtailment.  Then  again,  whether  a 
government  agency  once  in  possession  of  withheld  supplies 
would  ever  be  allowed  to  dispose  of  them  at  all  (except  in  the 
somewhat  emergency  condition  of  an  extreme  crop  failure)  is 
extremely  doubtful.  Even  if  a  crop  happened  to  be  below  the 
average  and  the  price  fairly  high,  the  farmers  would  not  wel¬ 
come  the  competition  of  the  government’s  supply.  Because  of 
the  farmer’s  voting  power  it  is  doubtful  if  the  government 
would  be  allowed  to  sell  in  the  domestic  market.  And  as  for 
dumping  abroad  we  may  be  sure  that  the  opposition  of  foreign 
farmers  would  lead  to  the  prompt  application  of  anti-dumping 
legislation.  But  if  such  withheld  supplies  cannot  be  sold  they 
are  as  good  as  destroyed.  In  fact  they  would  have  to  be 
destroyed  in  order  to  prevent  storage  charges.  To  spend 
periodically  large  sums  of  the  people’s  money  on  produce  which 
must  be  deliberately  destroyed  is  a  rather  difficult  policy  to 
justify  even  in  the  name  of  agricultural  income  stabilization. 
It  sounds  economically  foolish  and  ethically  wrong. 

A  final  objection  to  government  stabilization  measures  is 
the  fact  that  they  are  never  likely  to  be  conceived  and  sup¬ 
ported  as  such  by  farmers.  It  is  entirely  probable  that  farmer 
agitation  for  price  stabilization  is  due  to  the  fact  that  farmer 
incomes  are  lower  than  formerly  rather  than  a  result  of  the 
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fact  that  they  fluctuate.  Most  farmers  want  a  leveling  up  of 
of  prices  in  years  of  large  crops  but  not  a  leveling  down  in 
years  of  small  crops. 

In  spite  of  all  these  objections  to  government  action  as  a 
regular  policy,  it  by  no  means  follows  that  government  price¬ 
supporting  action  is  not  justified  in  periods  of  real  emergency 
such  as  that  experienced  since  1929.  Canadian  governments, 
once  having  guaranteed  the  pools,  had  no  alternative  to  dispos¬ 
ing  of  the  wheat  as  best  they  could.  The  real  question  is  have 
they  done  so.  As  for  the  United  States  government,  it  was 
probably  a  choice  between  the  Farm  Board  activities  and  some 
more  direct  form  of  farm  relief. 

A  great  many  of  the  so-called  stabilization  programs  might 
better  be  called  surplus  disposal  programs.  A  good  example 
of  such  is  found  in  the  case  of  the  California  grape  industry. 
In  this  case  unsatisfactory  grape  prices  were  blamed  on  over¬ 
production.  The  Farm  Board  estimated  that  the  two  million 
tons  produced  was  about  300,000  tons  too  many.  The  problem 
therefore,  was  to  get  rid  of  this  surplus.  The  Board’s  plan  to 
accomplish  this  end  was  that  each  grower  be  charged  $1.50 
per  ton  on  all  grapes  sold  and  that  the  money  so  raised  be  used 
to  buy  the  300,000  tons  surplus  and  remove  it  from  the  regular 
trade  channels.2  The  calculation  was  that,  since  the  surplus 
was  only  a  seventh  of  the  total  production,  the  loss  incurred 
through  buying  it  would  be  much  more  than  recouped  by  the 
higher  prices  obtained  for  the  balance.  Obviously  the  advan¬ 
tages  of  such  a  plan  vary  inversely  with  the  size  of  the  surplus. 
Should  the  surplus  increase  the  benefits  would  be  minimized 
and  should  it  become  large  enough  benefits  would  disappear. 
Therefore  success  depends  on  preventing  an  increase  of  the 
surplus.  But  if  the  objective  of  higher  prices  is  achieved,  will 
not  production  be  stimulated  and  surplus  increased?  If  this 
happens  the  plan  will  have  proved  self-defeating  and  the  benefit 
short  lived.  This  case  illustrates  the  fundamental  flaw  in  all 
such  schemes.  The  government  board  is  placed  in  this  dilemma : 
if  it  can  hold  prices  at  a  level  that  will  not  stimulate  production, 
the  program  may  succeed,  but  if  it  cannot  raise  prices  higher 


2  See  E.  A.  Stokdyke,  “Stabilization  of  the  California  Grape  Indus¬ 
try,”  Journal  of  Farm  Economics,  Vol.  34,  No.  1  (July,  1930),  pp.  467-9. 
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than  that  farmers  will  not  consider  the  plan  worth  supporting 
and  it  will  never  even  get  started.  The  best  that  can  be  said 
for  this  particular  .scheme  is  that  the  burden  of  buying  the 
surplus  grapes  does  not  fall  on  the  public  treasury.  The  gov¬ 
ernment  merely  does  the  sponsoring  and  supervising.  The 
plan  as  such  is  essentially  unsound  unless  as  a  purely  temporary 
relief  measure  and  except  as  such  should  never  be  sponsored  by 
any  government. 

This  problem  of  disposing  of  a  surplus,  while  more  or  le.ss 
universal,  assumes  special  importance  today  in  the  case  of 
Canada’s  dairy  industry.  In  fact  the  whole  milk  problem  and 
the  butter  problem  are  currently  described  as  surplus  problems. 
Various  suggestions  as  to  how  the  surplus  might  be  removed 
are  being  offered.  One  is  that  some  of  the  milk  now  sold  whole 
or  used  for  butter  manufacturing  should  be  made  into  cheese. 
The  objections  to  this  are,  first,  that  cheese-making  takes  place, 
generally  speaking,  in  only  two  of  our  nine  provinces  and  in 
certain  sections  only  of  those  thus  making  it  difficult  to  switch 
patronage;  and,  second,  that  there  would  be  grave  danger  of 
changing  a  milk  and  butter  surplus  into  a  cheese  surplus.  In 
fact  present  cheese  prices  make  many  farmers  believe  that  a 
cheese  surplus  already  exists.  A  second  suggestion  is  that 
Canada  copy  the  Paterson  plan  of  Australia.  According  to 
that  plan  an  all-Australian  price  above  world  parity  is  set  by 
a  Stabilization  Committee  representing  the  creameries.  The 
creameries  pay  a  levy  of  a  few  cents  a  pound  to  the  Committee 
on  their  entire  output.  The  proceeds  go  into  a  fund  out  of 
which  a  bounty  is  paid  on  butter  exported.  The  higher  domes¬ 
tic  prices  that  are  made  possible  by  the  removal  of  the  surplus 
from  the  home  market  compensate  the  creameries  for  their 
disbursements.  The  sudden  reduction  of  the  amount  of  the 
bounty  in  late  years  is  evidence  of  the  difficulties  encountered 
by  the  plan.  Under  the  stimulus  of  the  bounty,  butter  produc¬ 
tion  has  increased  and  exports  have  grown  to  such  dimensions 
that  the  requirements  of  the  bounty  on  exports  have  threatened 
to  exceed  the  funds  available  from  the  levy  on  production. 
Furthermore  the  plan  has  encountered  serious  opposition 
abroad,  several  countries  including  Canada  either  imposing  or 
threatening  to  impose  countervailing  duties  if  the  bounty-fed 
product  were  exported  in  any  quantity.  Strictly  speaking,  the 
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Paterson  scheme  is  a  private,  rather  than  a  governmental 
price-control  scheme,  adopted  and  administered  by  the  butter 
industry  independent  of  legislative  enactment.  However,  it  is 
to  a  considerable  extent  dependent  upon  the  tacit  support  of 
the  government.  For  one  thing  its  very  existence  as  an  orga¬ 
nization  which  diminishes  competition  in  trade  rests  upon  at 
least  a  tacit  waiving  of  the  anti-monopoly  legislation  of  Austra¬ 
lia  which  says  that  no  contract  may  be  made  to  restrain 
commerce  and  no  (legal)  person  may  monopolize  commerce 
with  foreign  countries.  In  the  second  place  ability  to  keep  up 
the  domestic  butter  prices  depends  upon  the  government’s  con¬ 
tinued  willingness  to  enact  high  tariffs  against  imports. 

Still  another  suggestion  is  now  being  made  regarding 
Canada’s  butter  surplus.  It  is  that  a  special  board  be  estab¬ 
lished  and  given  power  to  purchase  the  surplus  and  market  it 
abroad  in  such  a  way  as  to  prevent  a  demoralization  of  prices 
in  Canada,  in  other  words  to  prevent  Canadian  butter  prices 
from  being  determined  by  world  prices  at  certain  seasons.  The 
board  would  be  either  a  general  agricultural  marketing  body 
or  a  special  board  for  the  marketing  of  dairy  products,  in  either 
case  controlled  by  farmer  producers  but  with  some  government 
representation.  The  funds  required  to  buy  the  surplus  would 
come  from  a  levy  on  all  butter  produced  as  in  the  case  of  the 
Paterson  plan.  Now  while  either  known  facts  or  a  preliminary 
investigation  of  Canadian  butter  marketing  might  suggest  the 
creation  of  some  sort  of  board  which  would  attempt  on  behalf 
of  the  Canadian  dairy  industry  the  sort  of  work  that  has  been 
done  by  the  New  Zealand  Dairy  Produce  Control  Board,  I 
should  certainly  not  care  to  see  any  such  body  created  if  its 
major  or  sole  function  is  to  be  the  disposal  of  surplus  butter 
in  the  manner  just  outlined.  Unless  it  were  to  become  a  com¬ 
plete  substitute  for  instead  of  merely  a  supplement  to  existing 
private  and  governmental  marketing  agencies  it  would  prove 
only  an  added  burden  to  dairy  farmers. 

In  any  case  the  chief  criticism  of  all  the  surplus  disposal 
plans  so  far  attempted  or  suggested  is  that  they  attempt  to 
give  a  high  price  in  spite  of  the  existence  of  over-production, 
and  are  therefore  in  open  defiance  of  the  law  of  supply  and 
demand.  By  doing  so,  instead  of  getting  rid  of  the  surplus  they 
cause  it  to  increase.  Any  temporary  relief  gained  is  at  the 
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expense  of  creating  an  infinitely  greater  problem.  One  is  prob¬ 
ably  not  far  from  the  truth  in  saying  that  our  present  surplus 
milk  and  butter  problem  is  largely  traceable  to  our  own  tariff 
increases  against  foreign  butter,  the  United  States  tariff 
against  our  milk  and  cream  and  to  low  wheat  prices.  Unless 
some  of  these  causes  can  be  removed  it  is  doubtful  whether  any 
real  solution  to  the  surplus  problem  will  be  found  save  the 
painful  one  of  allowing  low  prices  to  discourage  marginal 
production. 

Before  leaving  the  various  government  price-control 
schemes  which  rely  fundamentally  on  some  form  of  direct  or 
indirect  control  over  supply,  something  might  be  said  concern¬ 
ing  the  new  agricultural  policy  of  the  Roosevelt  administration. 
This  policy  begins  by  assuming  that  the  real  cause  of  low  farm 
prices  is  over-production,  a  diagnosis  which  suggests  farm 
production  curtailment  as  the  remedy.  The  essence  of  the 
whole  policy  is  the  belief  that  farmers  will  reduce  production 
if  they  are  paid  to  do  so.  Briefly  the  plan  is  to  have  the 
Federal  Department  of  Agriculture  estimate  the  difference 
between  the  market  value  of  each  commodity  at  time  of  sale 
and  the  corresponding  values  in  1913.  Then  the  various  pro¬ 
cessors  —  millers,  packers,  etc.  —  would  be  asked  to  pay  these 
price  differences  to  their  farmer  customers  as  bounties  on 
condition  that  the  farmers  reduce  acreage  according  as  the 
government  officials  may  direct.  The  government  must  calcu¬ 
late  the  price  differentials  payable,  the  total  degree  of  produc¬ 
tion  curtailment  necessary,  the  extent  of  acreage  reduction 
required  from  each  farmer,  and  must  supervise  the  paying  and 
production  curtailment  activities  of  the  processors  and  farmers. 
The  processors  are  expected  to  shift  the  burden  of  extra  pay¬ 
ment  to  the  consumers.  The  whole  plan  represents,  therefore, 
an  indirect  way  of  getting  more  of  the  consumer’s  dollar  into 
the  producer’s  pocket. 

Although  this  policy  may  never  actually  be  adopted  (cer¬ 
tainly  it  will  not  if  the  inflationary  policy  really  works)  its 
main  features  deserve  serious  study.  Its  outstanding  weakness 
would  seem  to  lie  in  the  tremendous  extent  to  which  it  depends 
for  success  on  government  supervision.  There  would  be  super¬ 
vision  of  farmers,  of  processors,  of  prices,  and  supervision  of 
supervisors.  While  there  is  no  doubt  that  the  unemployment 
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problem  would  be  considerably  relieved  by  the  hiring  of  the 
200,000  added  civil  servants,  it  is  also  true  that  their  wages 
and  salaries  would  add  substantially  to  budget  expenses.  Indeed 
it  is  perhaps  an  open  question  whether  the  amount  of  govern¬ 
ment  expenditure  would  not  be  out  of  all  proportion  to  the 
amount  of  added  income  which  the  plan  would  return  to  far¬ 
mers.  Another  real  weakness  lies  in  the  tremendous  number  of 
individual  contacts  which  means  a  corresponding  opportunity 
for  friction,  opposition,  misunderstanding,  bootlegging  and 
bribery.  Then  again  there  is  an  almost  alarming  amount  of 
estimating  to  be  done,  a  fact  which  suggests  the  highly  specu¬ 
lative  character  of  the  entire  proceeding.  Much  of  the  calcu¬ 
lating  would  be  original  and  this  ground-work  would  be  very 
time-consuming  thus  causing  delay  in  the  embarkation  upon 
a  plan  designed  to  afford  fairly  immediate  relief.  Demand 
curve  analysis  has  not  proceeded  far  enough  to  allow  accurate 
estimation  on  the  effect  of  the  increased  prices  on  consumption. 
After  all  there  is  a  degree  of  elasticity  to  the  demand  for  even 
the  most  staple  farm  products  and  unless  the  plan  was  applied 
to  more  than  the  eight  commodities  suggested,  the  substitution 
principle  would  come  into  play.  Moreover,  although  the  plan 
is  .specifically  intended  to  curtail  production  in  response  to 
increased  price,  there  is  a  very  real  danger  that  the  very 
opposite  may  result.  This  is  so  for  the  reason  that  the  plan 
discourages  extensive  cultivation  but  says  nothing  about  inten¬ 
sive  cultivation.  Therefore  it  would  discourage  the  extensive 
and  encourage  the  intensive  at  one  and  the  .same  time.  If  this 
happened  a  higher  yield  per  acre  would  compensate  for  the  fact 
of  fewer  acres  and  leave  the  total  production  as  large  as  before. 
And  if  the  government  attempted  to  dictate  the  degree  of  culti¬ 
vation  intensity  the  farmers  would  probably  consider  it  an 
unjust  interference  with  individual  liberty  and  refuse  to  have 
anything  to  do  with  the  plan.  Another  objection  is  that  since 
the  government  must  consider  the  interests  and  votes  of  all. 
the  citizens,  it  would  be  limited  in  its  ability  to  raise  prices  to 
consumers.  And  the  greater  this  limitation  the  smaller  the 
bonus  available  as  payment  to  the  farmers  for  production 
curtailment.  And  the  smaller  this  bonus  the  fewer  the  farmers 
who  would  enter  curtailment  agreements  with  the  government. 
Unless  the  great  majority  of  farmers  enlisted  the  idea  would 
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never  be  worth  proceeding  with.  Furthermore,  if  the  plan 
actually  worked  for  a  year  or  two  the  objective  which  is  higher 
farm  prices  might  be  realized.  But  if  this  happened  there 
would  be  no  price  differential  left  out  of  which  to  pay  further 
bonuses.  If  it  be  claimed  that  no  further  bonuses  are  needed 
since  the  problem  is  essentially  solved,  it  can  only  be  replied 
that  extraordinary  calculations  were  made  for  extremely  short- 
period  use  and  also  that  extraordinary  unemployment  would 
follow  the  discharge  of  the  200,000  civic  employees.  If  again 
it  be  claimed  that  this  would  not  happen  since  administration 
of  the  plan  must  continue  in  case  of  recurrence  of  the  problem, 
the  answer  is  that  continued  administration  would  apparently 
have  to  be  at  the  direct  expense  of  the  Federal  treasury. 

Another  crucial  objection  is  that  the  plan  depends  abso¬ 
lutely  on  the  government  retaining  prohibitive  tariffs  against 
foreign  farm  products  since  by  no  other  means  could  the  price 
be  raised  to  domestic  consumers.  This  policy,  besides  being 
out  of  line  with  orthodox  economic  principles  and  entirely 
inconsistent  with  the  Administration’s  newly  declared  tariff 
policy,  would  surely  increase  the  government’s  difficulties  in 
any  attempts  at  re-establishing  foreign  trading  and  general 
international  relations.  It  would  be  a  pronounced  move  in  the 
direction  of  still  greater  nationalism.  Another  apparent  weak¬ 
ness  is  the  fact  that  in  calculating  the  acreage  reduction  for 
each  farmer,  no  cognizance  is  taken  of  varying  efficiency. 
There  may  be  an  equitable  basis  for  treating  all  farmers  alike 
but  it  does  not  sound  like  good  economics  to  curtail  the  most 
efficient  producers  and  areas  in  the  same  proportion  as  the  most 
marginal  ones.  It  would  ,seem  poor  administration  of  the 
natural  resources.  And  if  the  government  is  serious  about 
land  utilization  and  reclamation  projects  it  would  seem  much 
more  logical  to  do  all  the  acreage  reduction  in  the  marginal 
areas.  If  that  were  done  the  scheme  would  at  least  have  the 
merit  of  accomplishing  a  two-fold  objective  in  one  operation. 
Finally  the  soundness  of  the  whole  scheme  depends  on  the 
correctness  of  the  diagnosis  of  the  farmers’  ailment  and  there 
is  still  considerable  difference  of  opinion  as  to  whether  over¬ 
production  really  exists  or  would  exist  if  normal  international 
trading  were  revived.  Certainly  the  diagnosis  does  not  apply 
equally  to  all  farm  products. 
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The  scheme  deserves  consideration  because  of  its  origin¬ 
ality.  The  implied  admission  that  the  farmers  require  and 
could  safely  be  given  a  larger  share  of  the  national  income  is 
commendable.  The  idea  that  farmers  would  refrain  from  pro¬ 
ducing  if  paid  for  doing  so  is  interesting  and  it  would  be  still 
more  interesting  to  see  how  they  would  react  to  it  in  practice. 
But,  all  in  all,  the  price  required  for  making  the  experiment 
would  appear  quite  prohibitive. 

We  may  pass  now  to  a  brief  mention  of  those  price-control 
policies  which  rely  primarily  on  influencing  demand.  Generally 
speaking  the  means  to  this  end  seems  to  be  the  imposition  of 
the  various  tariffs,  quotas,  embargoes,  and  other  impediments 
enumerated  in  Mr.  Davidson’s  paper.  This  being  so  our  judg¬ 
ment  on  such  policies  must  depend  largely  on  our  general  views 
about  the  economics  of  international  trading  and  the  extent  to 
which  national  self-sufficiency  is  both  possible  and  desirable. 
Whatever  may  be  said  on  grounds  of  political  emergency  I  be¬ 
lieve  economists  are  fairly  agreed  that  as  a  general  policy  at 
least  trade  must  be  freed  rather  than  artificially  curbed.  And 
even  the  most  confirmed  of  modern  mercantilistic  business  men 
are  realizing  at  last  that  exporting  without  importing  has  its 
limitations.  About  all  one  can  say  is  that  if  modern  govern¬ 
ments  are  really  serious  about  cutting  down  trade  barriers, 
they  must  be  prepared  to  give  up  many  of  the  price-control¬ 
ling  programs  whose  working  depends  on  legislation  designed 
to  secure  a  virtual  monopoly  of  domestic  demand.  Especially 
is  this  so  at  a  time  like  the  present  when  the  greatest  single 
problem  connected  with  marketing  is  the  problem  of  finding 
a  market. 

In  regard  to  direct  price-fixing  by  governments  as  exem¬ 
plified  by  the  Winnipeg  experiment  in  respect  of  whole  milk,  it 
would  seem  to  be  something  which  should  be  attempted  only 
as  a  last  resort  in  cases  where  private  price  negotiations  have 
completely  broken  down  because  of  price  wars,  resulting  in 
ever  lower  farm  prices.  Such  cases,  unfortunately,  are  no 
longer  rare.  The  root  difficulty  in  such  cases  is  the  existence 
of  the  surplus  since,  were  it  non-existent,  the  many  new  small- 
scale  distributors  whose  existence  results  in  the  price  wars 
would  never  be  able  to  begin  operations.  And  government 
prices  if  fixed  at  a  level  high  enough  to  benefit  the  producers. 


142 


Canadian  Political  Science  Association 


are  apt  to  result  in  that  surplus  being  increased.  Despite  this 
fact  and  also  the  difficulty  of  finding  a  farm  cost  basis  which 
will  allow  of  scientific  price-fixing,  there  are  times  when  such 
a  policy  is  justified  simply  because  something  must  be  done 
and  there  is  nothing  else  which  can  be  done.  And,  after  all, 
such  price-fixing  does  guarantee  a  minimum  price  to  producers. 
It  is  possible,  however,  that  the  mere  threat  of  government 
price-fixing  will  sometimes  be  sufficient  to  prevent  the  break¬ 
down  of  private  price  negotiation.  Where  .such  is  the  case 
legislation  which  constitutes  such  a  threat  is  distinctly  prefer¬ 
able  to  actual  fixing  of  prices  by  a  government  body.  On  this 
basis  the  recent  Alberta  government  legislation  is  to  be  com¬ 
mended. 

At  least  passing  reference  has  now  been  made  to  most 
types  of  government  price  control  schemes  as  that  term  is 
ordinarily  understood.  Earlier  in  this  paper,  however,  it  was 
stated  that  governments  might  influence  prices  very  consider¬ 
ably  by  concentrating  on  attempts  at  narrowing  the  spread 
between  farmer  and  consumer.  It  is  my  belief  that  it  is  in 
this  general  sphere  that  governments  in  the  long  run  are  most 
likely  to  succeed  and  to  render  farmer  benefits.  This  view  is 
based  partly  on  abstract  reasoning  but  chiefly  on  the  actual 
history  of  agricultural  marketing.  While  time  will  not  permit 
discussion  of  the  many  government  activities  which  already 
have  been  or  might  yet  be  undertaken  along  this  general  line 
such  as  the  establishing  of  uniform  grades,  marketing  research, 
the  fact-finding  work  of  commissions,  and  the  general  super¬ 
visory  work  of  organizations  like  the  Board  of  Grain  Commis¬ 
sioners,  I  desire  to  express  an  opinion  on  one  or  two  suggestions 
which  have  to  do  with  the  narrowing  of  the  spread  and  that 
have  become  subjects  of  more  or  less  popular  controversy.  I 
refer  to  compulsory  co-operative  marketing  of  grain  and  muni¬ 
cipal  collection  and  distribution  of  whole  milk.  As  regards 
grain  marketing  there  is  every  evidence  that  the  job  is  exceed¬ 
ingly  well  done  already  and  that  little  if  any  narrowing  of  the 
marketing  spread  remains  possible.  If  that  be  so  the  case  for 
compulsory  co-operation  appears  extremely  weak.  It  is  much 
too  difficult  and  doubtful  an  experiment  to  contemplate  in  the 
absence  of  any  serious  inefficiency. 
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The  milk  handling  situation,  however,  is  quite  a  different 
matter.  Here  gross  inefficiency  and  competitive  waste  is  every¬ 
where  the  rule.  The  marketing  spread,  instead  of  narrowing, 
continues  to  widen.  Should  it  become  much  wider  there  is  real 
danger  that  prices  to  consumers  will  rise  so  high  that  consump¬ 
tion  will  have  to  be  curtailed.  (This  of  course  on  the  assump¬ 
tion  that  producers  are  paid  enough  to  cover  production  costs.) 
How  may  this  spread  be  reduced?  One  of  the  outstanding 
observations  concerning  all  the  government  milk  price  fixing 
that  has  yet  taken  place  is  that  it  has  left  the  spread  the  same 
as  before.  Indeed  specific  care  has  been  taken  to  see  that  the 
fixed  producer  and  consumer  prices  were  so  arranged  as  to 
leave  the  spread  provided  for.  Now  the  fundamental  question 
is  the  question  of  whether  or  not  the  business  of  collecting  and 
distributing  milk  is  by  its  very  nature  a  natural  monopoly 
undertaking.  Personally  I  believe  it  is.  It  is  because  I  be¬ 
lieve  this  to  be  so  that  I  am  inclined  to  advocate  the  working 
towards  municipal  control.  Even  though  much  equipment 
would  be  purchased  only  to  be  scrapped  thus  preventing  an 
immediate  narrowing  of  the  spread,  greater  efficiency  would 
surely  result  eventually.  It  may  be  that  a  single  large  private 
concern  carefully  supervised  by  the  municipality  would  prove 
as  economical  as  one  actually  owned  and  operated  by  it.  It 
might  also  be  easier  to  realize  in  practice.  But  one  or  the  other 
seems  so  desirable  as  to  make  its  coming  seem  almost  inevit¬ 
able.  No  finer  opportunity  for  real  municipal  planning  exists. 
From  the  farmers’  point  of  view,  of  course,  the  chief  objection 
would  be  that  the  savings  effected  might  be  reflected  chiefly 
in  the  form  of  lower  consumer  prices  rather  than  in  the  form 
of  higher  producer  prices.  Such  would  be  perfectly  natural 
since  the  municipality  is  a  consumer  body  and  its  bargaining 
strength  when  arranging  prices  with  the  producers  would  be 
paramount.  There  would  be  no  guarantee  that  producers  would 
share  in  the  savings  unless  their  own  organizations  were  made 
infinitely  stronger  than  at  present.  On  the  other  hand  the 
fears  along  this  line  might  prove  groundless  and  indeed  the 
record  of  public  utility  administration  is  hardly  such  to  indi¬ 
cate  that  the  interests  of  any  one  class  would  suffer  unduly. 
But  even  if  milk  producer’s  prices  were  not  raised  their  volume 
of  sales  ought  to  increase  since  the  lower  consumer  prices 
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should  result  in  considerably  larger  purchases.  How  much 
larger  would  depend  on  how  elastic  the  demand  for  milk  proved 
to  be.  Should  this  happen  municipal  control  might  incidentally 
provide  at  least  a  temporary  solution  to  the  surplus  problem  if 
that  problem  still  remained  unsolved  at  the  time  that  munici¬ 
pal  control  was  realized. 


ROUND  TABLE  CONFERENCES 
PUBLIC  OWNERSHIP 

J.  W.  DAFOE,  Chairman 

Tom  Moore. — Not  being  either  an  economist  or  politician  I  shall 
confine  myself  as  closely  as  possible  to  a  review  of  public  ownership  as 
it  has  developed  and  exists  today  in  Canada,  leaving  for  subsequent 
discussion  the  question  of  the  effects  of  the  various  practices  that  have 
been  followed  and  trust  that  the  deliberations  may  result  in  assisting 
towards  the  formulation  of  future  policies. 

Public  ownership  in  Canada  is  applied  to  a  very  wide  range  of 
services  and  commercial  activities,  and  in  classifying  the  various  types 
of  public  ownership  I  have  divided  them  into  the  following  three  groups. 

(1)  Dominion  government  which  includes  postal  service,  radio  com¬ 
munication,  railway  service,  steamships,  highway  development,  canals 
and  telegraph  services,  harbors  and  bridges,  and  hotels. 

(2)  Provincial  governments  which  includes  power  development  and 
distribution,  telephones,  roads  and  highways,  railways  and  bridges. 

(3)  Municipal  which  includes  light  and  heat,  water,  street  car  ser¬ 
vice,  ferries,  garbage  collection  and  sewage  disposal,  markets,  fairs, 
exhibitions,  public  baths  and  other  recreational  facilities. 

As  equally  varied  as  the  types  of  service  administered  under  public 
ownership  plans  are  the  methods  by  which  these  services  have  come 
under  public  control.  In  some  instances,  as  in  the  case  of  the  postal 
service,  certain  marine  service,  etc.,  were  developed  primarily  by  public 
authority  to  meet  a  need  that  private  capital  was  not  interested  in  de¬ 
veloping.  Other  services  have  been  developed  from  their  inception 
under  public  authority  from  a  recognition  of  the  real  principle  of  public 
owership,  namely  that  being  monopolies  or  semi-monopolies  it  was  ad¬ 
visable  to  prevent  exploitation  by  placing  their  development  into  the 
hands  of  public  authorities.  In  this  way  duplication  of  investment  was 
avoided  and  enterprises  that  would  undoubtedly  have  been  failures  made 

successful. 

An  outstanding  illustration  of  this  is  the  harbor  of  Montreal 
which  with  its  handicap  of  distance  from  the  sea  and  limited  period  of 
open  navigation  could  not  have  met  the  competition  of  year  round  open 
ports  more  favorably  located  on  the  sea  board  if  the  respective  parts  of 
the  enterprise  had  been  unnecessarily  duplicated. 

A  third  group  is  that  comprised  within  such  enterprises  as  the 
Canadian  National  Railways,  the  more  recently  acquired  Abitibi  Canyon 
Power  Development  and  many  others  that  were  acquired  to  save  exist¬ 
ing  investments  of  private  capital  and  prevent  the  financial  chaos  that 
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might  have  occurred  had  this  not  been  done.  This  latter  group  struggle 
under  the  enormous  handicap  of  having  to  correct  the  errors  of  private 
ownership  and  overcome  the  burden  of  over-capitalization. 

On  the  border  line  between  these  three  distinct  groups  are  enter¬ 
prises  such  as  the  Ontario  Hydro  System,  Toronto  Transportation  Sys¬ 
tem,  etc.,  which  were  first  developed  as  private  enterprises  and  subse¬ 
quently  acquired  and  developed  in  the  public  interest.  In  general  I 
would  comment  that  there  has  undoubtedly  been  more  development  of 
public  ownership  because  of  the  mismanagement  or  greed  of  private 
enterprise  than  from  any  other  one  source.  Small  competitive  industries 
have  been  crowded  out  or  acquired  by  great  corporations  until  they  have 
become  in  many  instances  monopolies  or  semi-monopolies.  At  this  stage 
their  tendency  to  exploit  the  public  has  led  first  to  a  demand  for  their 
control  as  in  the  case  of  such  public  utilities  as  railways  and  transpor¬ 
tation,  telephone  systems,  steamships,  radio  broadcasting,  etc.  This 
control  being  gradually  strengthened  has  brought  the  condition  where 
the  owners  have  been  willing  to  sell  and  the  public  desirous  to  acquire. 
An  illustration  of  this  is  the  banking  situation  of  today  where  control 
is  failing  to  satisfy  the  public  and  the  demand  for  the  nationalization 
of  banking  and  credit  becoming  more  and  more  pronounced. 

Respecting  the  form  of  management  it  may  be  said  that  various 
types  of  management  exist.  First  there  is  the  management  through 
departments  of  government.  An  outstanding  illustration  in  this  field 
being  the  post-office,  canals  and  certain  marine  services  and  a  large 
number  of  civic  activities  such  as  water  supply,  markets  etc.  Satisfac¬ 
tion  appears  to  have  been  given  in  respect  to  these  services  by  this  form 
of  management  though  the  same  cannot  be  said  in  the  case  of  railways 
and  steamships  which  were  ultimately  placed  under  a  board  of  directors. 
Second,  there  are  the  appointed  commissions,  such  as  the  new  Radio 
Commission,  the  Ontario  Hydro  Commission,  Harbor  Commissions,  etc. 
In  general  these  appear  to  have  operated  satisfactorily  though  criti¬ 
cism  m  respect  to  some  have  arisen  from  time  to  time,  particularly  as 
to  the  extent  to  which  they  should  have  absolute  authority  to  expend 
money  or  dispose  of  the  properties  of  which  they  are  in  charge  without 
having  to  secure  authority  of  an  elected  legislative  body.  Third  are  the 
elected  commissions  included  in  which  are  some  civic  hydro  commissions, 
etc.  Fourth  is  the  type  of  management  established  in  the  Board  of 
Directors  of  the  Canadian  National  Railways  which  however  is  to  be 
abolished  by  the  new  legislation  substituting  a  smaller  appointed  com¬ 
mission.  Questions  of  paramount  importance  in  all  forms  of  manage¬ 
ment  are: 

(1)  The  terms  of  appointment  in  respect  to  which  I  would  suggest 
that  better  results  are  achieved  where  the  terms  of  the  commissioners 
expire  at  different  dates  thus  securing  continuity  of  policy; 

(2)  Representatives  of  employes  not  as  a  class  interest  but  on  the 
basis  of  the  partnership  that  the  workers  have  from  the  industry  in 
which  they  secure  their  living; 


Public  Ownership 


147 


(3)  The  relationship  of  the  commission  with  the  particular  public 
authority,  municipal,  provincial  or  Federal,  under  which  they  operate. 

A  matter  on  which  difference  of  opinion  exists  is  the  right  of  public 
authority  to  tax  commissions  operating  under  their  control.  Where  this 
is  not  done  then  communities  built  around  such  activities  often  find  it 
extremely  difficult  to  develop  other  community  services  such  as  schools, 
hospitals,  etc.  My  personal  opinion  is  that  wherever  trading  activities 
are  carried  on  taxation  should  be  levied  on  the  same  basis  as  would  be 
charged  against  the  same  activity  were  it  operated  under  private  owner¬ 
ship  and  at  the  same  time  all  services  rendered  to  the  community 
should  be  charged  for  by  the  utility  on  the  same  basis  as  to  other  clients. 

Publicly  owned  utilities  operate  most  successfully  and  freely  where 
they  are  given  exclusive  franchise.  When  in  competition  with  similar 
privately  owned  utilities  two  things  are  inevitable.  Either  the  publicly 
owned  one  having  the  resources  of  the  country  to  call  upon  for  develop¬ 
ment,  hiring  capital  and  discharging  the  same  at  the  first  opportunity 
and  thus  constantly  reducing  its  fixed  charge  crowds  the  privately  owned 
industry  to  the  wall  or  alternately  pressure  is  used  on  the  publicly 
owned  utility  to  retard  its  full  development  either  by  the  refusal  to 
sanction  essential  capital  expenditure  or  in  other  ways  so  as  to  allow 
the  privately  owned  utility  to  operate  at  a  profit. 

Political  relationship  has  been  already  lightly  touched  upon  in  the 
previous  chapters.  In  general  experience  appears  to  show  the  necessity 
for  divorcing  commercial  and  trading  activities  from  political  control  to 
the  greatest  possible  extent.  It  is  of  course  recognized  that  there  must 
be  ultimate  control  over  financial  obligations  for  which  the  tax  payer 
may  finally  become  responsible.  Another  important  phase  however  is 
the  political  rights  of  employes.  This  arose  in  an  acute  form  when 
under  what  was  known  as  the  Hanna  Order  employes  of  the  Canadian 
National  Railways  were  debarred  from  any  political  of  every  kind. 
Recognizing  that  these  employes  are  not  civil  servants  admimst  g 
departments  of  governments  this  Order  was  repealed  shortly  afterwards 
since  which  time  limited  political  freedom  has  been  accorded.  Th 
practice  today  is  that  employes  can  exercise  their  ordinary  political 
rights  as  citizens  providing  they  do  not  unduly  affect  the  interests  of 
the  railroad  in  so  doing.  An  employee  desiring  to  run  for  public  office 
is  accorded  leave  of  absence  and  if  elected  leave  of  absence  for  the  term 
of  his  office  The  interpretation  of  this  section  is  causing  some  trouble 
today  inasmuch  as  it  is"  being  ruled  that  an  employee  e  ected  to  serve 
„„v  in  the  provincial  legislature,  occupying  only  a  short  period  of  his 
time  each  year,  must  take  leave  of  absence  for  the  full  life  of  the  legis¬ 
lature  The  Canadian  Pacific  Railway  does  not  follow  this  policy  but 
accords  leave  of  absence  for  the  time  actually  involved  attending  t 

sessions  of  the  legislature. 

Some  civic  transportation  systems  also  prohibit  employes  from  exer¬ 
cising  ordinary  political  freedom  in  municipal  matters  This  is  a  matter 
which  needs  settlement.  As  public  ownership  develops  if  policies 
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restriction  are  followed  then  the  result  can  only  be  that  the  real  shaping 
of  public  policy  will  rest  in  the  hands  of  those  employed  by  or  allied  to 
privately  operated  corporations  and  it  is  not  hard  to  visualize  the  time 
when  such  might  be  a  minority.  To  avoid  this  the  greatest  possible 
liberty  of  political  action  should  be  accorded  employes  of  publicly  owned 
utilities. 

T.  W.  L.  MacDermot. — A  discussion  on  public  ownership  of  eco¬ 
nomic  enterprise  implies  the  acceptance  of  some  degree  of  private  owner¬ 
ship.  What  should  distinguish  one  from  the  other?  It  seems  clear  that 
those  enterprises  should  be  publicly  owned  and  operated  which  are  of 
universal  or  nearly  universal  value  in  society.  The  necessity  of  monopoly 
organization  is  also  reinforced  by  the  geographical  or  natural  conditions 
which  would  make  private  competing  systems  ridiculous,  as  for  example, 
in  a  city  water  supply,  and  by  the  obvious  economic  saving  realized  by  a 
single  enterprise  over  many.  These  tests — social  value,  natural  or  physi¬ 
cal  conditions  and  purely  economic  considerations — are  met  by  such  ex¬ 
amples  of  monopoly  control  as  we  already  have  in  our  transportation 
systems  (which  by  whatever  name  they  go,  are  under  monopoly  control), 
liquor,  electric  power,  municipal  services,  sewage  systems,  etc.  All  these 
are  at  present  under  public  ownership  somewhere  in  Canada.  There  are 
others  which  are  equally  public  in  their  value  and  importance,  but  which 
we  have  not  yet  municipalized  or  nationalized,  though  we  are  gradually 
getting  them  accustomed  to  the  idea  of  so  dealing  with  some  of  them. 
They  include  the  forests,  coal,  milk,  and  the  banks  in  their  function  as 
controllers  of  public  credit;  the  press  and  the  universities  are  of  im¬ 
mense  public  importance  but  how  or  whether  they  ought,  can,  will,  be 
brought  under  public  control  or  not  is  still  little  discussed. 

Economic  enterprise,  whether  public  or  private  must — if  it  is  to 
serve  the  public — be  equitable  and  must  be  efficient.  While  these  ends 
are  very  closely  related,  they  are  realized  by  different  ways.  Equity 
springs  from  a  reliable  and  vigorous  sense  of  public  duty  in  those  who 
are  responsible  for  the  enterprise;  they  must  possess  and  exercise  the 
the  familiar  but  rare  virtues  of  honesty,  imaginativeness,  justice,  adap¬ 
tability.  These  mental  habits  in  turn  are  kept  up  by  a  vigilant  public 
opinion,  critical  and  curious.  The  enterprise  itself  must  maintain  the 
open  door  policy,  offering  to  the  public  and  its  representatives  a  true 
record  of  its  costs,  and  displaying  a  firm  determination  to  serve  the 
public  and  no  one  else. 

This  aspect  of  public  ownership,  under  our  present  political  system, 
is  directly  connected  with  the  representative  body  responsible  to  the 
community  for  its  ordinary  services.  Equity  will  depend  largely,  there¬ 
fore,  on  an  intelligent  electorate  and  public  assembly  or  council  of  high 
calibre.  It  will  be  noted  here  that  the  responsibility  for  an  equitable 
administration  of  the  business  and  for  its  contribution  to  the  social 
welfare  is  in  the  hands  of  those  who  control  and  direct  the  general  policy 
of  the  enterprise,  not  those  who  are  actually  responsible  for  its  operation. 
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Here,  in  the  operation  of  the  plant,  we  must  have  personnel  who  are 
primarily  concerned  with  all  forms  of  efficiency;  avoidance  of  waste, 
working  conditions,  esprit  de  corps,  use  of  inventions,  and  so  on. 

Both  equity  and  efficiency,  then,  depend  on  personnel,  and  as  we 
well  know,  both  are  singularly  apt  to  be  destroyed  by  the  political  and 
other  distractions  of  public  ownership.  It  has  become  almost  a  national 
platitude  in  Canada  to  say  that  a  man  cannot  serve  his  country  disin¬ 
terestedly.  But  if  we  wish  to,  if  we  can,  elect  representatives  who  wish 
to  administer  publicly  owned  enterprises  for  the  welfare  of  society  we 
still  have  to  work  out  a  technique  of  appointment.  What  general  prin¬ 
ciples,  if  any,  can  we  follow  in  setting  up  the  various  staffs  which  each 
in  its  own  way  will  attend  to  one  or  other  stage  of  administering  a 
public  enterprise. 

The  most  common  form  of  public  controlling  body  is  the  commis¬ 
sion.1  We  have  Public  Utility  Commissions  scattered  thickly  about, 
Railway  Commissions,  and  so  on.  The  commission  may  be  either  paid 
or  voluntary.  Which  it  will  be  depends  on  circumstances.  But  it  must 
be  remembered,  as  those  who  ought  to  know  best  have  often  said,  we 
are  short  of  expert  able  men  in  Canada,  and  on  voluntary  bodies  we 
can  use  men  over  and  over  again.  Whatever  it  may  be,  however,  the 
commission  has  to  be  chosen.  On  it  should  be  represented  as  broad  a 
diversity  of  public  opinion  as  is  possible:  it  should  include  such  elements 
as  (1)  the  government  whose  responsibility  to  the  public  is  well  recog¬ 
nized,  (2)  labor,  (3)  industry  (say  the  manufacturers,  or  the  farmers), 
(4)  expert  knowledge,  e.g.  the  economist,  (5)  Finance.  All  these  fac¬ 
tors  are  highly  organized  in  Bankers  Associations,  Trade  Unions,  Agri¬ 
cultural  Associations,  Guilds  of  Doctors  and  Lawyers,  Universities, 
Boards  of  Trade,  Service  Clubs,  and  from  the  representative  governing 
bodies  of  each  group — where  there  is  the  highest  degree  of  social  con¬ 
sciousness — it  would  be  possible  to  select  or  invite  members  of  the 
Commission  in  process  of  formation. 

The  operation  of  the  enterprise  still  remains.  It  could  be  put  into 
the  hands  of  a  carefully  selected  expert  manager  or  technician,  and 
under  him  and  his  assistants  further  appointments  would  be  made  as 
in  any  other  economic  enterprise.  The  voluntary  nature  of  the  commis¬ 
sion,  and  the  professional  pride  of  the  expert  managerial  department 
would  to  some  extent  protect  the  enterprise  itself  from  the  curses  of 
political  patronage,  local  pressure  and  other  uneconomic  features  of 
public  ownership. 

The  possibilities  of  a  voluntary  commission  control  are  to  be  seen 
in  the  management  of  the  British  Broadcasting  Corporation.  Having  its 
own  faults,  no  doubt,  it  has,  nevertheless,  produced  a  remarkably  pro- 


1  That  is,  the  commission  which  controls  standards  of  service,  rates, 
etc.,  but  does  not  operate.  The  operating  commission  or  body  we  con¬ 
sider  later. 
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gressive  and  efficient  radio  service  for  the  people  of  England  and  be¬ 
cause  it  was  fortunate  enough  to  start  under  a  non-political  direction 
that  salutary  precedent  has  been  maintained  ever  since.  When  we  begin 
in  Canada  to  make  appointments  to  the  public  service  on  the  basis  of  the 
demands  of  the  enterprise  in  question  we  shall  also  begin  to  know  some¬ 
thing  of  public  ownership. 

In  a  round  table  discussion  of  this  kind,  particularly  after  Mr. 
Moore  has  already  opened  up  so  much  interesting  and  debatable  ground, 
one  can  only  touch  the  outskirts  of  the  subject.  There  are  a  hundred 
variations  of  the  general  plan  outlined  above.  Moreover,  it  postulates 
a  conception  of  political  responsibility  which  our  political  parties  simply 
do  not  seem  to  have,  and  in  which  our  political  citizenry  are  only  now 
beginning  to  be  interested.  But  the  logic  of  the  position  grows  clearer 
day  by  day.  Enterprise  on  which  large  sections  of  the  public  depend 
for  health,  wealth  and  happiness  must  be  organized,  controlled,  operated, 
owned  in  the  name  and  interests  of  the  public:  secondly,  public  owner¬ 
ship  should  be  extended  to  those  undertakings  which  by  their  character 
are  most  susceptible  of  monopolistic  organization. 

In  all  economic  activity  the  demands  of  society  and  humanity  stand 
equal  with  the  demands  of  technical  efficiency  in  production,  marketing, 
and  so  on.  Amongst  those  who  in  the  name  of  the  public  are  responsible 
for  that  activity  there  must  be  persons  who  on  the  one  hand  are  in 
touch  with  the  public,  are  responsible  to  it,  and  are  concerned  for  its 
service;  on  the  other  there  must  be  those  whose  technical  training  equips 
them  to  carry  on  the  work  of  operation  and  management.  In  other 
words  the  personnel  in  charge  of  public  enterprise  has  a  double  impor¬ 
tance:  it  must  be  skilled  in  a  technical  way — and  to  that  extent  can 
always  be  purchased :  it  must  be  socially  conscious  and  publicly  minded — 
and  to  that  extent  it  must  be  chosen  with  meticulous  and,  where  possible, 
honest  care. 

In  its  essence  the  tentative  plan  outlined  above  offers  an  effective 
compromise  between  the  grossness  of  stark  political  management,  and 
the  destructiveness  of  uncontrolled  private  enterprise  in  the  widening 
field  of  our  social  services. 


CORPORATION  FINANCE  AND  COMPANY  LAW  REFORM 

A.  W.  ROGERS,  Chairman 


R.  G.  H.  Smails. — It  is  a  truism  that  no  legislation  can  restrain 
a  fool  from  his  folly.  It  is  also'  true  that  no  legislation  can  assure  to 
a  business,  whether  it  be  organized  as  a  limited  company  or  otherwise, 
skilful  management  and  favorable  external  conditions.  But  to  admit 
these  truths  is  not  to  deny  that  legislation  can  do  much  to  ensure  that 
a  limited  company  shall  set  out  upon  life  with  a  clean  bill  of  health, 
that  mismanagement  shall  be  revealed  while  yet  it  can  be  remedied 
and  that  the  fool  shall  leap  high  hurdles  in  order  to  attain  to  his  folly. 

At  the  moment  we  seem  to  be  within  measurable  distance  of  achiev¬ 
ing  in  Canada  a  uniform  company  law  throughout  our  ten  jurisdictions 
and  so  of  escaping  from  the  competitive  bidding  for  incorporation  fees 
which  has  blocked  almost  all  previous  attempts  at  comprehensive  reform. 
But  uniformity  itself  is  not  enough.  We  must  insist  that  the  new  law 
shall  be  uniformly  good,  conceived  exclusively  in  the  interests  of  those 
really  concerned,  viz: 

(a)  The  investing  public — whose  participation  in  the  development 
of  commerce  and  industry  (by  investment  of  savings)  is  deliberately 
encouraged  by  the  limited  liability  acts. 

(b)  The  shareholders — who  delegate  to  agents,  as  trustees,  the 
management  of  the  funds  they  have  invested. 

(c)  The  creditors — who  are  denied  a  right  of  recourse  against  the 
separate  property  of  the  members  of  the  company.  The  financial  health 
of  the  country  is  largely  dependent  upon  the  welfare  of  these  three 
groups,  and  it  is  entirely  appropriate  that  the  people  of  Canada  who 
have  granted  the  privilege  of  limited  liability  should  regulate  and  con¬ 
trol  incorporated  companies  in  the  interests  of  the  community  as  a 
whole.  Examination  of  the  existing  laws  reveals  grave  defects  in  this 
control  and  emphasizes  the  necessity  of  most  careful  deliberation  in 
the  formulation  of  the  new  law.  Only  a  few  matters  of  special  sig¬ 
nificance  can  be  introduced  into  this  discussion. 

Of  first  importance  is  the  improvement  of  the  regulations  concern¬ 
ing  publicity  of  accounts  and  responsibility  of  auditors.  In  spite  of  the 
fact  that  the  published  reports  of  companies  are  the  only  authoritative 
information  upon  which  a  judgement  of  the  condition  of  the  companies 
can  be  based,  financial  statements  complying  with  the  letter  of  the 
existing  laws  are  far  from  informative  and  practically  no  effort  is  made 
to  state  in  them  facts  of  the  utmost  consequence.  This  condition  not 
only  handicaps  shareholders  and  prospective  investors  but  invites  a 
fraud  of  the  most  despicable  kind,  namely  the  purchase  and  sale  of 
securities  by  officers  and  directors  who  use,  for  their  own  personal  ad¬ 
vantage,  confidential  information  which  they  have  secured  about  the 
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affairs  of  their  companies.  The  extent  of  this  type  of  fraud  cannot  be 
measured  but  its  existence  was  amply  demonstrated  before  the  Commit¬ 
tee  on  Banking  and  Currency  of  the  United  States  Senate  in  April  1932. 
Communication  of  prompt  and  complete  information  to  stockholders  is 
essential  and  the  following  suggestions  are  made  with  a  view  to  secur¬ 
ing  it: 

(a)  The  statutes  to  extend  and  elaborate  the  existing  minimum 
classification  of  assets  and  liabilities  in  the  balance  sheet  and  in  par¬ 
ticular  to  require  companies,  (i)  to  distinguish  at  least  each  type  of 
fixed  asset  to  which  a  different  rate  of  depreciation  is  allowed  under 
the  Federal  Income  Tax  Act,  (ii)  to  state  the  basis  of  valuation  of 
every  type  of  asset  distinguished,  (iii)  to  show  the  amount  of  deprecia¬ 
tion  written  off  each  type  of  fixed  asset  since  the  date  of  the  previous 
statement,  and  (iv)  to  distinguish  clearly  between  capital,  capital  sur¬ 
plus  and  earned  surplus; 

(b)  A  holding  company  to  be  required  to  furnish  to  its  share¬ 
holders,  together  with  a  copy  of  its  “legal”  balance  sheet,  either  a 
consolidated  balance  sheet  or  the  balance  sheet  of  each  company  con¬ 
trolled  by  it; 

(c)  Any  company  holding  shares  in  other  companies  but  not  a 
controlling  interest  therein  to  be  required  to  publish  a  complete  list  of 
its  holdings  together  with  current  market  quotations  where  such  exist; 

(d)  The  auditor  to  be  required  to  certify  that  there  are  no  con¬ 
cealed  reserves  in  excess  of  (say)  10  per  cent  of  the  share  capital, 
apart  from  such  undervaluation  of  assets  or  overstatement  of  liabilities 
as  may  be  referred  to  in  his  report; 

(e)  The  statement  of  revenue  to  show  separately  operating  profits, 
dividends,  interest,  profits  on  the  sale  of  fixed  assets  and  sums  brought 
in  from  accumulated  reserves  of  profits,  also  any  other  gains  (or  losses) 
of  a  non-recurring  nature;  and  the  auditor  to  express  his  opinion  upon 
the  accuracy  of  the  statement  so  presented; 

(f)  The  accounts  of  every  public  company  together  with  the  audi¬ 
tor’s  report  thereon  to  be  filed  at  a  public  record  office; 

(g)  Every  company  whose  shares  are  listed  on  a  stock  exchange 
to  publish  to  its  shareholders  a  quarterly  statement  of  earnings,  or  of 
an  index  to  earnings  e.g.  sales. 

Regulations  such  as  the  foregoing  cannot  be  lightly  dismissed  as 
the  fanciful  dream  of  arm-chair  theorists,  for  with  the  exception  of 
(d)  and  (g)  they  provide  no  more  than  the  information  regarded  by 
the  Listing  Committee  of  the  New  York  Stock  Exchange  as  essential 
to  a  proper  understanding  of  the  affairs  of  a  public  company  and 
elimination  of  the  existing  grave  abuses. 

Of  no  less  importance  than  the  improvement  of  publicity  in  annual 
statements  is  the  provision  of  some  effective  publicity  with  regard  to 
the  affairs  of  companies  which  are  making  an  offer  of  shares  or  other 
securities  to  the  public.  At  present  no  statutory  information  is  readily 
available,  for  the  practice — almost  universal  on  this  continent — of  dis- 
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posing  of  securities  through  an  investment  banker  has  reduced  to  a  dead 
letter  the  original  prospectus  clauses  of  the  acts.  The  investment 
banker,  not  being  subject  to  the  prospectus  provisions,  usually — and 
quite  naturally — gives  in  his  advertising  matter  only  such  information 
as  suits  his  purpose  and  (in  small  type)  repudiates  any  legal  re¬ 
sponsibility  for  the  meagre  information  that  he  does  give.  Efforts 
to  extend  the  prospectus  requirements  and  penalties  to  the  investment 
banker  have  hitherto  been  defeated — except  in  the  Manitoba  Act  of 
1932 — by  the  concerted  opposition  of  the  investment  bankers.  This  op¬ 
position  has  been  based  largely  on  three  arguments:  (1)  that  the  pros¬ 
pectus  provisions  have  been  rendered  unnecessary  by  the  provincial 
Securities  Acts  (formerly  Security  Frauds  Prevention  Acts)  ;  (2)  that 
the  cost  of  furnishing  every  prospect  with  all  the  information  called 
for  by  the  statutory  prospectus  would  be  so  great  as  to  handicap  the 
development  of  the  resources  of  this  country;  and  (3)  that  it  is  not 
possible  for  a  prospective  investor  to  determine  from  any  amount  of 
information  that  may  be  given  to  him  whether  a  company  will  be 
successful  or  not.  These  arguments  may  be  simply  met  by  pointing 
out:  (1)  that  the  purpose  of  the  Securities  Acts  is  to  suppress  promo¬ 
tions  that  are  technically  fraudulent,  and  not  to  impose  on  a  govern¬ 
ment  department  the  task  of  determining  whether  or  not  an  enterprise 
is  likely  to  fulfil  the  hopes  of  its  founder;  (2)  that  the  social  cost  of 
past  failure  to  provide  information  has  run  into  hundreds  of  millions 
of  dollars  besides  which  the  cost  of  providing  the  information  would 
have  been  negligible  (though  its  incidence  would  have  been  very  dif¬ 
ferent)  ;  and  (3)  that  the  admitted  inability  of  the  investor  to  forecast 
the  future  of  an  enterprise  is  no  good  reason  for  withholding  from  him 
features  of  an  issue  (revealed  perhaps  in  the  statement  in  lieu  of 
prospectus  in  half  a  dozen  lines)  which  would  enable  him  to  see  at  a 
glance  that  he  was  not  being  offered  a  square  deal  or  that  the  issue 
was  not  of  a  type  he  cared  for,  whatever  the  prospects  of  the  promotion 
might  be.  The  present  situation  is  an  insult  to  the  intelligence  of  the 
public  and  a  reflection  on  the  investment  banking  interests  who  are  so 
largely  responsible  for  it.  A  remedy  is  to  be  found  in  a  revision  of  the 
prospectus  information  and  the  adoption  of  a  clause  similar  to  section 
410  of  the  Manitoba  Companies  Act  (Chapter  5,  1932)  which  reads  in 
part: 

(1)  Where  a  corporation  required  to  file  a  prospectus  allots  or 
agrees  to  allot  any  stock  in  or  debentures  of  the  corporation  with  a 
view,  on  the  part  of  the  corporation  to  any  of  such  stock  or  de¬ 
bentures  being  offered  for  sale  to  the  public,  any  document  by 
which  an  offer  to  the  public  is  made  shall  for  all  purposes  be 
deemed  to  be  a  prospectus  issued  by  the  corporation  and  subject  as 
such  to  the  provisions  of  this  Act,  without  prejudice  to  the  liability, 
of  any  of  the  persons  by  whom  the  offer  is  made  in  respect  of 
mis-statements  contained  in  the  document  or  otherwise  in  respect 
thereof. 
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(3)  The  provisions  of  this  Act  as  applied  to  this  section  shall  have 

effect  as  though  the  persons  making  the  offer  were  persons  named 

in  the  prospectus  as  directors  of  the  corporation. 

Alternative  solutions  are  those  adopted  in  Mr.  Roosevelt’s  Securi¬ 
ties  bill  which  is  at  present  before  Congress,  and  those  embodied  in  the 
recent  orders  in  council  issued  under  authority  of  the  Securities  Act 
of  Ontario. 

The  section  of  the  Manitoba  Act  just  quoted  proceeds  to  remedy 
another  serious  defect  by  providing  that  any  prospectus  shall  state 
"the  net  amount  of  the  consideration  received  or  to  be  received  by  the 
corporation  in  respect  of  the  stock  or  debentures  to  which  the  offer 
relates.”  The  investment  banker,  however,  rarely  pays  cash  for  the 
shares  which  he  acquires.  In  the  refinancing  orgy  of  1927-29  he  usually 
gave  a  consideration  “other  than  cash”  in  the  form  of  the  assets  or 
shares  of  the  former  company  whose  refinancing  he  induced.  The  pro¬ 
visions  of  the  Manitoba  Act  should  therefore  be  extended  to  read:  “or 
if  the  consideration  is  in  a  form  other  than  cash,  the  amount  of  cash 
which  the  allottee  himself  paid  for  the  assets  constituting  the  considera¬ 
tion.”  Without  this  information  the  purchaser  of  any  share,  but  par¬ 
ticularly  of  a  share  without  par  value,  has  no  idea  whatever  as  to  the 
value  of  the  thing  he  is  buying,  for  that  value  depends  not  on  the  price 
which  the  investment  banker  is  asking  for  the  share  but  on  the  price 
which  the  investment  banker  paid  the  company  for  it.  The  doctrine 
of  caveat  emptor  cannot  fairly  be  applied  to  the  purchase  of  a  share 
under  these  conditions. 

If  we  turn  attention  now  from  matters  of  publicity  to  questions  of 
capital  structure  we  discover  certain  very  undesirable  developments  in 
connection  with  shares  of  no  par  value  and  preferred  shares.  In  1930 
the  Dominion  Act  was  amended  to  enable  the  directors  of  a  company 
to  resolve,  at  time  of  issue  of  any  common  shares  without  par  value, 
that  such  part  of  the  proceeds  as  they  thought  fit  should  be  credited  to 
distributable  surplus  and  the  balance  only  to  capital  account.  This 
lead  was  followed  in  1931  by  Ontario  and  in  1932  by  Manitoba.  The 
object  of  the  provision  was  to  recognize  a  “premium”  on  a  share  of 
no  par  value  and  to  enable  a  company  to  promise  payment  of  dividends 
from  its  inception.  The  fact  is  that  a  new  company  has  not  in  the  past 
been  able  to  sell  its  shares  at  a  premium  nor  to  promise  any  dividend 
at  the  start,  and  there  is  no  good  reason  why  it  should  be  able  to  do 
so  now.  Those  people  who  cannot  afford  to  wait  for  a  return  on  their 
investment  should  put  their  money  into  senior  securities  of  established 
companies.  They  should  not  be  enticed  into  speculating  and  then  de¬ 
luded  into  thinking  that  their  speculation  is  prospering  when  in  fact 
they  are  merely  receiving  back  part  of  what  they  originallly  invested — • 
less,  of  course,  costs  of  collection  and  redistribution.  If  a  premium  on 
issue  of  shares  without  par  value  is  to  be  recognized  at  all  its  amount 
should  be  limited  objectively  as  it  is  by  section  29(2)  of  the  Companies 
Act  of  British  Columbia  which  reads: 
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Where  a  company  having  a  surplus  issues  any  shares  without  nomi¬ 
nal  or  par  value,  that  portion  of  the  consideration  for  such  shares 
which  bears  the  same  proportion  to  the  total  consideration  for  such 
shares  as  the  surplus  bears  to  the  total  capital  and  surplus  may  be 
treated  by  the  company  as  surplus  and  not  as  capital,  if  the  com¬ 
pany  determines  so  to  treat  such  portion  of  the  consideration,  at 
or  before  the  date  on  which  any  such  shares  are  issued,  and  makes 
known  to  every  applicant  for  any  such  share  that  such  portion  of 
the  consideration  paid  or  payable  by  him  in  respect  of  the  share 
will  be  so  treated. 

It  will  be  noted  that  this  wording  precludes  the  apportionment  of  the 
issue  price  of  shares  issued  by  a  new  incorporation  and  that  it  secures, 
to  the  purchaser  of  a  share,  knowledge  of  the  portion  which  is  being 
made  available  for  dividends. 

If  apportionment  at  time  of  issue  is  objectionable  the  retroactive 
apportionment  allowed  by  the  Dominion,  Ontario  and  Manitoba  Acts  is 
much  more  so.  To  allow  a  company,  without  securing  the  consent  of 
its  creditors,  to  transfer  from  capital  fund  to  distributable  surplus, 
amounts  which  it  had  previously  shown  as  part  of  the  capital  fund  is 
to  allow  that  company  to  reduce  its  share  capital  without  complying 
with  the  restrictions  which  for  eighty  years  have  been  regarded  as 
essential  for  the  protection  of  creditors.  In  other  words  it  is  repudia¬ 
tion  of  the  principle  of  the  capital  fund— the  rock  principle  on  which 
all  limited  liability  legislation  has  hitherto  been  founded.  In  support 
of  this  argument  and  in  justice  to  the  present  administration  of  the 
Dominion  Companies  Act  it  must  be  stated  that  on  September  14,  1932, 
the  Secretary  of  State  enunciated  in  the  following  words  the  principles 
which  he  would  apply  in  determining  the  bona  fides  and  expediency  of 
any  transfer  from  capital  to  surplus: 

“In  authorizing  such  readjustments  of  capital  by  Supplementary 
Letters  Patent  we  are  bound  to  ascertain: 

(1)  That  any  proportion  of  the  capital  which  is  set  aside  as  dis¬ 
tributable  assets  for  the  payment  of  dividends  represents  an  actual  and 
not  a  merely  fictitious  value.  Otherwise  we  assist  the  company  in  mis¬ 
representing  to  its  shareholders  the  actual  condition  of  its  finances. 

(2)  That  in  authorizing  any  part  of  the  actual  capital  to  be  set 
aside  as  distributable  assets  we  have  to  protect  fully  the  creditors  of 
the  company,  or  at  least  secure  their  assent  to  the  setting  aside  of  a 
part  of  the  capital  for  the  payment  of  dividends  which  they  may  law¬ 
fully  demand  to  be  held  in  trust  for  the  payment  of  the  company’s  debts 
to  them  unless  and  until  such  debts  are  liquidated.”1 

It  is  to  be  noted  that  so  long  as  these  rulings  are  operative  the  pro¬ 
visions  of  section  9(8)  of  the  Dominion  Act  correspond  closely  with  sec- 


1  Stated  in  a  letter,  dated  May  19,  1933,  from  the  Department  of 
the  Secretary  of  State  to  the  writer. 
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tion  63  regulating  the  reduction  of  share  capital  and  would  appear  to  be 
redundant.  The  creditor  has  however  no  statutory  as  distinct  from  ad¬ 
ministrative  protection  under  section  9(8). 

Whatever  else  may  find  its  way  into  a  uniform  law,  section  9(8) 
of  the  Dominion  Companies  Act  should  be  excluded. 

Of  512  million  dollars  of  cash  subscribed  by  the  Canadian  public  to 
industry  and  commerce  in  the  form  of  share  capital  from  1927  to  1929, 
57  per  cent  or  293  millions  was  subscribed  for  preferred  shares,  23  per 
cent  or  120  millions  for  class  A  shares  and  20  per  cent  or  99  millions 
for  common  shares.  The  great  majority  of  preferred  shares  in  question 
had  all  the  weaknesses  of  bonds  and  none  of  their  advantages,  all  the 
weaknesses  of  common  shares  and  none  of  their  advantages;  they  were 
in  fact  the  least  desirable  of  securities  and  yet  could  legally  be  offered 
to  the  public  as  “preferred”  securities.  The  average  yield  rate  was 
slightly  under  seven  per  cent  over  a  period  for  which  the  average  yield 
of  bonds  was  just  over  six  per  cent,  and  only  twenty-three  of  the  total 
of  one  hundred  and  ninety-six  issues  were  advertized  as  possessing  full 
voting  powers.  The  class  A  is  a  common  share  with  no  voting  rights 
or  very  restricted  ones.  It  is  a  device  for  securing  to  the  holders  of 
class  B  shares  the  exclusive  control  of  the  whole  undertaking,  to  which 
they  have  contributed  a  small  and  often  negligible  part,  and  is  said  by 
Ripley  to  “bear  every  appearance  of  a  bold  and  outrageous  theft  of  the 
last  bit  of  responsibility  for  management  of  the  actual  owners  by  those 
who  set  up  the  concern.”  The  striking  fact  emerges  that  of  512  millions 
of  hard  cash  subscribed  by  the  people  for  stock  ownership  in  1927-1929 
only  99  millions  secured  to  the  subscribers  an  unequivocal  right  to  par¬ 
ticipate  in  the  management.  The  remaining  413  millions  were  handed 
over  to  the  control  of  those  who  had  invested  “considerations  other  than 
cash”  largely  in  the  form  of  promotion  services  and  heavily  watered 
assets.  The  only  effective  cure  for  this  evil  is  exposure  of  the  unde¬ 
sirable  qualities  of  these  types  of  securities  by  resuscitation  of  the  pros¬ 
pectus  provisions  in  the  manner  already  discussed.  In  addition,  however, 
the  statutes  should  confer  upon  all  types  of  shares  equal  and  inalienable 
voting  powers,  or  else  prohibit  a  monopoly  of  voting  by  any  group  which 
has  contributed  less  than  (say)  three-fourths  of  the  total  capital  con¬ 
tributed  in  cash.  Certainly  a  reversal  of  the  present  trend  towards  a 
narrowing  of  the  franchise  and  cornering  of  control  by  a  minority  whose 
slogan  is  “heads  I  win,  tails  you  lose”  is  imperative.  In  this  connection 
provision  might  also  be  made  in  the  statute  whereby  a  company  could 
elect  at  incorporation — as  it  may  do  under  section  146  of  the  British 
Act — that  the  liability  of  the  directors  shall  be  unlimited.  It  is  possible 
that  nothing  short  of  this  will  restore  the  confidence  that  has  been  so 
badly  shaken  during  the  past  decade;  but  imposition  of  the  liability 
should  be  at  the  discretion  of  the  individual  company  and  not  obligatory 
upon  all  companies. 

Some  wonder  may  be  expressed,  as  this  argument  nears  conclusion, 
that  no  mention  has  been  made  of  the  practice  of  stock  watering  which 
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is  arousing  so  much  popular  resentment.  The  omission  is  explained  by 
the  belief  that  the  evil  of  stock  watering  is  incidental  to  the  evils  that 
have  already  been  discussed  at  some  length,  and  that  its  cure  likewise 
is  incidental  to  the  cure  of  these  other  evils.  More  effective  publicity  in 
prospectuses  and  annual  statements  will,  for  example,  do  more  to  elimi¬ 
nate  stock  watering  than  could  be  accomplished  by  any  attempt  at  direct 
legislative  and  departmental  intervention. 

While  complete  eradication  of  abuses  in  company  promotion,  ma¬ 
nagement  and  finance  must  wait  upon  conversion  of  the  financial  in¬ 
terests  of  Canada  to  a  higher  sense  of  professional  and  moral  responsi¬ 
bility  than  they  have  hitherto  exhibited,  yet  the  legislative  reforms 
advocated  in  this  paper  would  go  far  to  prevent  a  recurrence  of  the 
grossei  abuses  which  have  left  such  a  train  of  wreckage  in  their  wake 
over  recent  years.  At  the  same  time  these  reforms  would  not  handicap 
in  the  slightest  degree  any  four-square  Canadian  enterprise  which  had 
no  cause  to  blush  for  its  treatment  of  its  shareholders,  creditors  and  the 
community  at  large.  It  is  to  be  expected,  however,  that  those  who  have 
hitherto  blocked  reform  by  playing  off  one  Canadian  jurisdiction  against 
another  will  seek  to  turn  the  flank  of  the  new  reform  by  playing  off 
the  foreign  jurisdiction  against  the  proposed  model  law.  Parliamentary 
committees  will  again  be  told,  as  one  was  told  in  1929  by  Mr.  F.  B. 
Common,  K.C.,  that: 

Our  investment  bankers  are  drawing  this  money  now  from  all  the 
financial  centres  in  the  world  and  we  must  help  them  to  get  it  from 
all  these  places  ....  In  getting  investors  from  these  countries 
they  should  not  be  subjected  to  unnecessary  impediments;  we  must 
let  them  have  all  the  advantages  and  freedom  that  these  other 
countries  offer.2 

And  parliamentary  committees  may  again  fail  to  realize  that,  in  the 
long  run,  more  capital  is  attracted  to  a  country  and  its  interests  are 
more  truly  served  by  a  sound  company  law  which  puts  the  capital  to 
work  in  industry  and  commerce,  than  by  a  lax  law  which  allows  pro¬ 
moters  and  financiers  to  divert  a  large  part  of  it  to  their  own  pockets. 

F.  W.  Wegenast.— Professor  Smails  was  good  enough  to  send  me 
an  advance  copy  of  his  discussion.  If  instead  of  wasting  time  on  encomi¬ 
ums,  I  proceed  at  once  to  a  critical  examination  of  his  paper,  it  is  in¬ 
tended  as  the  best  tribute  I  could  pay.  And  if  in  the  effort  to  be  brief, 
my  observations  appear  to  be  didactic,  they  are  not  so  intended.  On  the 
contrary,  what  I  have  to  say  is  with  respect  and  submission. 

First,  dealing  with  one  or  two  incidental  points,  I  cannot  agree  that 
we  are  within  measurable  distance  of  a  uniform  companies  act.  On  the 
contrary,  I  do  not  think  there  is  any  probability  of  attaining  a  uniform 


2  Proceedings  of  the  Select  Standing  Committee  on  Banking  and 
Commerce  of  the  Senate  (Canada),  1929  (Ottawa:  King’s  Printer,  1929), 
p.  43. 
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act.  I  have  been  told  that  the  government  has  commissioned  a  certain 
man  to  draft  a  uniform  act.  Some  years  ago  when  there  was  a  similar 
proposal  I  prepared  a  memorandum  for  the  draftsman,  setting  out  cer¬ 
tain  points  on  which  he  ought  to  have  instructions  before  he  began 
drafting.  I  think  there  were  twenty-four  of  those  points.  The  first 
was  whether  the  act  should  call  for  incorporation  by  Letters  Patent  as 
under  the  acts  of  the  Dominion  and  most  of  the  provinces,  or  whether  it 
should  provide  for  incorporation  by  registration  of  a  Memorandum  of 
Association.  Certain  important  results  would  follow  from  the  selection 
of  the  method  of  incorporation.  A  Letters  Patent  company  is  a  full 
fledged  corporation  with  all  the  powers  of  a  natural  person  except  those 
expressly  denied  or  withheld.  A  registered  company  has  only  those 
powers  which  are  conceded  by  the  incorporation  authority.  There  are 
other  important  differences.  Probably  ninety  per  cent  of  the  ordinary 
commercial  corporations  in  Canada  are  incorporated  under  Letters 
Patent.  The  Dominion  and  the  Provinces  of  Ontario  and  Quebec  would 
probably  not  agree  to  any  change  in  their  present  method.  The  Provin¬ 
ces  of  British  Columbia  and  Nova  Scotia  would  probably  insist  on  con¬ 
tinuing  under  what  they  regard  as  the  British  system,  which  really 
originated  in  the  United  States,  and  was  adopted  in  England  rather  by 
way  of  expressing  a  class  distinction  between  the  ordinary  joint-stock 
companies  and  the  chartered  corporations,  such  as  the  Hudson’s  Bay 
Company. 

An  event  which  will  have  more  practical  effect  than  any  attempt 
at  uniformity  is  the  amendment  of  the  Extra-Provincial  Corporations 
Act  of  Ontario  a  few  weeks  ago  by  dropping  Dominion  companies  from 
the  category  of  those  required  to  take  out  a  license  before  carrying  on 
business  in  the  Province.  In  other  words,  the  Province  of  Ontario  has 
given  belated  recognition  to  the  principle  laid  down  in  the  John  Deere 
and  the  Great  West  Saddlery  cases — that  a  company  chartered  by  the 
Dominion  is  competent  to  carry  on  business  in  every  province  without 
any  further  authority  from  any  province. 

But  from  Professor  Smails’  standpoint  there  should  be  no  particular 
need  of  uniformity.  The  purposes  which  he  has  in  mind  can  be  obtained 
by  uniformity  or  similarity  in  certain  provisions  of  the  various  acts, 
for  example,  those  dealing  with  prospectuses  and  with  capitalization. 

Incidentally  also,  I  think  it  is  not  correct  to  speak  of  the  limitation 
of  liability  as  a  special  privilege  granted  to  the  shareholders  of  a  limited 
company — that  is  to  say,  a  limited  company  incorporated  by  Letters 
Patent.  Such  a  company  starts  out  with  no  obligation  on  the  part  of 
shareholders  except  to  pay  for  their  shares.  The  organization  is  not 
built,  as  in  the  case  of  a  registered  company,  on  the  theory  or  analogy 
of  a  partnership.  The  corporation  is  prima  facie  an  entirely  distinct 
entity.  Any  obligations  on  the  part  of  the  shareholders  are  super¬ 
imposed. 

The  main  points  in  Professor  Smails’  paper  are  concerned  with  the 
protection  of  shareholders  and  creditors  against  exploitation  and  the 
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frustration  of  practices  by  which  promoters  have  been  able  to  make 
pecuniary  gain  disproportionate  to  the  part  they  play  in  the  organiza¬ 
tion  and  administration  of  a  corporation. 

I  speak  as  a  lawyer.  There  is  plenty  of  authority  for  considering 
that  a  lawyer  is  entitled  to  argue  any  side  of  a  case  that  is  arguable. 
It  is  not  my  duty  to  decide  which  argument  should  prevail,  but  merely 
from  the  standpoint  of  taking  that  side  whose  exponents  seem  to  be 
smallest  in  number  and  influence,  I  feel  like  trying  to  say  what  I  think 
would  be  most  effective  in  the  furtherance  of  the  cause  espoused  by 
Professor  Smails.  And  in  doing  this  I  feel  impelled  to  depart  from  the 
methods  which  Professor  Smails  has  outlined.  I  have  no  objection 
whatever  to  tightening  the  requirements  as  to  prospectuses.  I  have  no 
objection  to  a  stricter  supervision  of  capital  structure.  I  am  whole¬ 
heartedly  with  Professor  Smails,  once  having  counted  myself  on  his  side, 
in  his  strictures  as  to  the  reserve  in  the  case  of  a  company  with  stock 
of  no  par  value.  It  would  be  easy  for  me  to  go  further  and  argue  that 
it  is  unfortunate  that  any  of  the  governments  of  Canada  have  lent 
themselves  to  the  propagation  of  the  scheme  of  stock  of  no  par  value. 
No  such  thing  is  known  in  England.  And  no  one  will  say  that  in 
England  they  do  not  understand  capitalization  and  promotion. 

I  differ  with  Professor  Smails  in  placing  the  major  emphasis  on  a 
point  which  he  has  not  specifically  taken,  namely,  the  importance  of 
compelling  shareholders  to  pay  for  stock  which  they  take  in  a  company. 
There  is  nothing  magical  about  stock.  It  is  not  even  a  sort  of  emanation 
of  the  corporate  structure.  It  simply  and  essentially  represents  the 
amount  of  capital  which  the  stock  holder  or  his  predecessor  in  title  put 
into  the  company.  When  I  say  capital  I  mean  in  cash  or  in  kind — in 
money  or  in  property  or  assets  of  some  kind.  The  basic  defect  at  the 
bottom  of  most  of  our  corporate  diseases  is  the  attempt  of  persons  to 
secure  stock  without  giving  an  adequate  quid  pro  quo,  or  at  least  in¬ 
adequate  as  compared  with  others.  If  a  company  issues  me  a  share  of 
stock  for  $100  but  lets  someone  else  have  a  share  for  $50  or  for  nothing, 
it  has  done  me  an  injustice,  that  is  to  say,  all  other  things  being  equal. 

The  principle  of  law  is  variously  expressed:  the  company  must  not 
sell  its  stock  at  a  discount;  it  cannot  issue  stock  as  fully  paid  up  with¬ 
out  getting  its  equivalent  in  cash  or  in  kind;  it  cannot  make  fish  of  one 
and  flesh  of  another.  The  trouble  is — and  I  think  this  trouble  is  at  the 
root  of  most  of  our  other  troubles  in  connection  with  company  capitali¬ 
zation — the  indisposition  of  the  courts  to  give  effect  to  the  elementary 
principle  I  have  just  enunciated.  It  takes  very  little  consideration  to 
lead  to  the  conclusion  that  if  it  could  be  insured  that  the  company  in 
every  case  got  an  amount  of  capital  corresponding  to  the  stock  issued 
by  it,  the  greater  part  of  the  abuses  to  which  Professor  Smails  has 
addressed  himself  would  disappear.  It  is  perhaps  only  a  corollary  to 
suggest  that  the  voting  control  of  the  company  should  be  distributed 
ratably  amongst  those  who  have  contributed  the  capital.  This  latter 
would  require  the  intervention  of  the  legislature,  and  I  quite  agree  that 
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the  policy  of  allowing  the  voting  control  to  be  dissociated  from  the 
ownership  of  the  capital  might  be  reconsidered. 

But  to  return  to  the  courts  and  their  attitude.  The  great  bulwark 
of  the  predatory  promoter  is  the  rule  which  courts  in  England  and  in 
Canada  have  laid  down  that  the  courts  will  not  inquire  into  the  ade¬ 
quacy  of  the  consideration  for  a  stock  issue  unless  the  transaction  is 
impeached.  I  have  found  that  most  lawyers,  and  I  am  afraid  some 
judges,  overlook  the  last  phrase  of  this  rule  and  think  that  the  court 
will  not,  even  if  the  transaction  is  impeached,  inquire  into  the  adequacy 
of  any  consideration  which  a  board  of  directors,  though  dummy  directors, 
and  no  matter  how  fully  controlled  by  the  promoter,  chooses  to  accept 
for  a  stock  issue.  In  the  United  States  the  rule  is  that  the  courts  will 
satisfy  themselves  as  to  the  adequacy  of  the  consideration.  I  have 
thought  that  it  might  be  demonstrated  in  our  higher  Appellate  Courts 
that  the  adequacy  of  the  consideration  for  a  stock  issue  was  always 
open  to  inquiry,  if  the  question  was  whether  the  stock  had  been  really 
paid  up.  I  am  free  to  say  that  that  is  not  the  general  opinion.  So  long 
as  the  dealing  is  in  cash  the  court  will  prevent  the  issue  of  stock  at  a 
discount.  If  a  man  has  subscribed  for  $1000  of  stock  and  has  paid  $999 
the  court  will  do  a  sum  in  subtraction  and  make  him  pay  the  other 
dollar.  But  if  for  $1000  of  stock  a  man  turns  in  property  which  could 
readily  be  shown  to  be  worth  only  $10  the  theory  is  that  the  court  is 
helpless.  In  an  automobile  accident  the  court  can  assess  the  value  of 
an  arm  or  an  eye.  In  a  libel  action  it  can  assess  the  value  of  a  charac¬ 
ter.  But  the  line  is  drawn  when  it  comes  to  assessing  the  value  of 
assets  given  for  stock  in  a  company. 

I  make  this  suggestion,  after  some  experience  and  some  considera¬ 
tion:  that  if  an  enactment  were  passed  making  it  clearly  the  function  or 
duty  of  the  court  to  make  a  decision  as  to  the  value  of  the  consideration 
for  stock  issue  whenever  the  question  was  raised,  it  would  make  a  very 
decided  change  in  the  calculations  of  a  dishonest  promoter.  It  would  also 
relieve  accountants  and  auditors  of  some  serious  problems.  I  might  go 
farther,  and  suggest  that  under  all  the  circumstances,  it  might  be  con¬ 
sidered  whether  there  should  not  be  some  special  court  or  tribunal  or 
official  with  jurisdiction  and  with  facilities  for  determining  whether 
stock  had  been  really  paid  up  or  not. 

I  think  it  is  now  admitted  by  those  best  qualified  to  judge  that  the 
Security  Frauds  Prevention  Acts  are  more  or  less  in  the  nature  of  an 
attempt  to  lock  the  stable  door  after  the  horse  is  stolen.  They  do  have 
a  salutary  effect  in  many  cases,  but  I  think  the  officials  in  charge  of 
their  administration  are  keenly  alive  to  their  limitations,  quite  apart 
from  the  question  whether  as  a  matter  of  constitutional  law  their  re¬ 
quirements  can  be  imposed  upon  a  Dominion  company. 


THE  BACK  TO  THE  LAND  MOVEMENT 


J.  E.  LATTIMER 

During  the  periods  of  prolonged  depression,  a  back  to  the 
land  movement  generally  occurs.  During  the  depression  of 
1907-08  many  from  the  cities  of  Ontario  proceeded  to  western 
Canada  and  settlement  there  was  expanded  materially  at  that 
time.  During  the  years  1920-21  there  was  an  increase  in  the 
rural  population  of  the  United  States,  later  developing  into 
a  decrease  which  was  marked;  from  1922-29,  aggregating 
1,600,000.  From  1930  to  1932  the  increase  in  farm  population 
was  2,073,000.1 

As  a  temporary  expedient  in  periods  of  depression  this 
movement  is  necessary  as  it  is  one  of  the  natural  correctives 
of  business  depressions.  The  major  cause  of  prolonged  de¬ 
pressions  is  that  some  purveyors  of  goods  or  services  are  able, 
from  some  cause  or  other,  which  we  need  not  now  discuss  in 
detail,  to  exact  more  for  such  goods  and  services  than  others 
are  able  to  secure  in  exchange.  The  specialization  practised 
necessitates  this  exchange  of  goods  and  services.  When 
trouble  arises  over  this  exchange  of  goods  and  services  in  the 
market  business  falls  off — unemployment  develops  and  a  back 
to  the  land  movement  occurs  because  the  farm  offers  the  great¬ 
est  opportunity  of  satisfying  the  most  essential  wants  without 
the  complexities  of  exchange.  Hence  this  movement  is  a  na¬ 
tural  corrective  of  abnormal  conditions.  If  we  include  this 
exchange  of  goods  and  services  to  those  of  the  past  and  future 
as  well  as  the  present  we  have  the  major  cause  of  unemploy¬ 
ment  as  wThen  the  exchangers  fail  to  agree  in  the  bargaining 
unemployment  appears.2 

The  amount  of  attention  that  this  cause  of  unemployment 
has  received  upon  this  side  of  the  water  has  been  surprisingly 


1  Bureau  of  Agricultural  Economics,  The  Agricultural  Situation 
(Washington:  Government  Printing  Office,  1933),  May  1,  1933  (Vol.  17, 
No.  1). 

2  Edwin  Cannan  [Presidential  Address,  Royal  Economic  Society] 
“The  Demand  for  Labour,”  Economic  Journal,  Vol.  xlii  (September, 
1932),  pp.  357-370. 
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small.  It  is  recently  increasing.  The  Wall  Street  Journal, 
which  cannot  be  accused  of  representing  the  agrarian  interests 
at  the  expense  of  other  classes  of  society,  recently  published 
an  article  which  points  out  that  what  is  needed  is  not  a  gene¬ 
ral  increase  in  prices  but  a  relative  increase  in  the  price  of 
farm  products  as  compared  with  the  general  level.3 

Apparently  nowhere  is  there  a  greater  necessity  for  this 
relative  adjustment  than  in  Canada.  In  1929  the  index  num¬ 
ber  of  farm  products  as  compared  with  retail  prices  was  just 
slightly  higher  as  the  following  table  shows. 


TABLE  I 

Index  Numbers  of  Prices* 
(1926  =  100) 


Farm  Products 

Retail  Prices 

1929  . 

. 100.8 

99.9 

1930  . 

.  82.3 

99.2 

1931  . 

.  56.3 

89.6 

1932  . 

.  48.3 

81.4 

1933  (March)  . 

.  44.7 

78.4 

1933  (April) 

.  46.8 

78.6 

*  The  Economic  Annalist  (Ottawa:  Department  of  Agriculture), 
April,  1933,  (Vol.  in,  No.  4),  p.  36. 


The  widening  of  the  margin  during  the  past  three  years 
coincided  with  the  increase  in  unemployment.  Since  Decem¬ 
ber  1932  the  margin  has  lessened.  Hence  we  need  not  now 
say  that  conditions  are  going  to  improve  but  may  say  that 
they  have  improved  as  there  is  dependable  statistical  data  to 
support  this  contention. 

The  remuneration  for  effort  depends  upon  prices.  Farm 
wages  in  1932  were  practically  equal  to  the  1913  level.4  Wages 
in  the  average  of  the  six  industrial  classifications  in  1932  were 
over  75  per  cent  higher  than  in  1913.5  Economists  have  been 


3  “Relativity  of  Prices,”  Wall  Street  Journal,  May  13,  1933. 

4  Dominion  Bureau  of  Statistics,  Monthly  Bulletin  of  Agricultural 
Statistics  (Ottawa:  King’s  Printer,  1933),  February,  1933  (Vol.  26, 
No.  295),  p.  46. 

5  Department  of  Labour,  Wages  and  Hours  of  Labour  in  Canada, 
1930-1932  (Ottawa:  King’s  Printer,  1933),  p.  5. 


The  Back  to  the  Land  Movement 


163 


somewhat  perplexed  to  explain  the  great  variation  in  wages 
in  different  industries.  It  was  early  recognized  that  some  of 
the  difference  was  attributable  to  differences  inherent  in  the 
occupations  themselves  and  some  of  the  differences  was  at¬ 
tributable  to  public  policy.  The  latter  came  about  by  restric¬ 
tion  of  entrance  into  certain  vocations  as  well  as  the  facilitat¬ 
ing  of  entrance  into  other  vocations.  That  policy  has  prevailed 
for  a  long  time  and  still  continues.  Under  such  conditions  it 
should  not  be  surprising  that  the  present  discrepancy  with 
regard  to  the  rewards  for  effort  in  different  lines  of  activity 
prevails.  One  of  the  economic  results  of  the  over-expansion 
of  the  farming  business  is  revealed  in  some  figures  recently 
to  hand  which  point  out  that  the  total  investment  in  agricul¬ 
ture  in  Canada  amounts  to  about  five  billion  dollars.6  This 
is  roughly  three  billion  dollars  less  than  in  1929  when  the 
total  almost  reached  the  high  point  for  1921. 7  From  1921  to 
1929,  the  wealth  of  the  country  increased  by  about  nine  billion 
dollars.  During  that  same  time  the  investment  in  agriculture 
declined  by  over  fifty  million  dollars.  This  business  which 
did  not  reflect  in  the  value  of  the  plant  any  of  the  increase 
in  the  expansion  of  the  past  decade  has  lost  three-eighths  of 
its  investment  in  the  past  three  years.  Yet  this  industry  is 
the  only  haven  for  the  unemployed.  Further  extension  of 
the  back  to  the  land  movement  may  be  expected  to  intensify 
the  difficulty. 

It  is  estimated  that  the  net  profit  for  agriculture  last 
year  was  $428,829,000.8  The  term  net  in  this  estimate  allows 
nothing  for  wages  of  farm  operators.  Were  this  allowance 
made  the  net  would  entirely  disappear  as  this  figure  amounts 
roughly  to  less  than  $600  per  farm.  No  exact  figures  are 
available  of  the  numbers  of  workers  in  agriculture.  The  num¬ 
ber  is  probably  somewhere  between  one  million  and  one  mil¬ 
lion  and  a  quarter.  The  returns  for  1932  would  not  average 
a  return  of  $400  per  worker.  Estimates  of  the  yearly  earn¬ 
ings  in  other  occupations  for  the  past  year  are  not  to  hand 


6  Monthly  Bulletin  of  Agricultural  Statistics,  March,  1933,  p.  61. 

7  Canada  Year  Book  1932  (Ottawa:  King’s  Printer,  1933),  p.  145. 

8  Monthly  Bulletin  of  Agricultural  Statistics,  March,  1933,  p.  61. 
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as  yet  but  the  latest  figures  available  range  around  a  thousand 
dollars  a  year  per  worker — not  per  family.  Yet  notwithstand¬ 
ing  this  discrepancy  in  remuneration  agriculture  is  expected 
to  absorb  the  unemployed.  Naturally  if  work  is  all  that  is 
required  regardless  of  remuneration  this  movement  may  be 
highly  commended.  Certainly  if  necessities  only  are  to  be 
secured  in  the  business  of  farming  under  present  conditions 
strenuous  labor  will  be  necessary  entailing  probably  consider¬ 
able  overtime  at  certain  seasons  of  the  year  and  corresponding 
freedom  from  worry  over  the  contentious  problems  of  the 
“six  hour  day”  and  the  “thirty  hour  week”  but  it  will  not  en¬ 
tirely  overcome  the  problem  of  seasonal  unemployment,  a 
serious  problem  in  farming  due  to  climatic  limitations. 

The  provision  of  necessities  is  a  comparatively  steady 
job — except  perhaps  when  the  world  gets  too  far  ahead  with 
its  work  in  providing  such  goods  as  coffee,  cotton,  sugar  and 
wheat.  With  food  provided  at  retail  prices  about  ten  per 
cent  below  the  1913  level  and  clothing  about  ten  per  cent  above 
while  fuel,  rent  and  sundries  are  about  fifty  per  cent  above 
that  level,  two  otherwise  perhaps  surprising  problems  are  ex¬ 
plained.  These  are,  first,  the  increased  consumption  of  some 
kinds  of  food  during  the  depression,  and,  second,  the  direction 
in  which  to  search  for  unemployment.  The  low  prices  of 
food  account  for  the  fact  that  the  consumption  of  meat  per 
capita  in  Canada  in  1932  was  higher  by  three  pounds  than  the 
average  of  the  five  years  ending  in  1930.  Butter  consumption 
both  here  and  in  Great  Britain  reached  a  record  in  1931.  Ca¬ 
nadian  consumption  in  the  first  eight  months  of  1932  ex¬ 
ceeded  the  record  of  1931.  British  consumption  exceeded  the 
record  of  1931  in  the  following  year  and  importations  for  the 
first  quarter  of  1933  exceeded  those  of  the  first  quarter  of  the 
preceding  year.  True  there  has  been  a  slight  falling  off  in 
the  consumption  of  eggs  in  Canada  the  per  capita  consump¬ 
tion  being  down  from  30  dozen  to  28  dozen,  a  level  which  pre¬ 
vailed  during  the  year  1926.°  There  has  also  been  a  slight 
decline  in  total  consumption  of  fluid  milk  in  Montreal  which 
was  23.3  million  gallons  in  1929,  25.3  in  1930,  26.9  in  1931 


9  Dominion  Bureau  of  Statistics,  Estimated  Consumption  of  Meat, 
Poultry  and  Eggs  in  Canada  (Ottawa:  King’s  Printer,  1933),  pp.  2-4. 


The  Back  to  the  Land  Movement 


165 


and  26.6  in  1932,  a  decrease  of  over  one  per  cent  from  1931 
but  an  increase  in  1932  of  14  per  cent  over  1929.10 

Relative  prices  of  food  and  clothing  indicate  where  to 
search  for  unemployment.  Latest  available  figures,  March 
1,  1933,  give  the  index  number  of  employment  calculated  from 
the  1926  base  as  76.9.  This  total  is  made  up  in  this  way. 


TABLE  II 

Index  Numbers  of  Employment  by  Industries,  March  1,  1933* 

(1926  =  100) 


Construction  and  Maintenance  . 56.5 

Logging  ... . _ .  57.1. 

Transportation  . . . . . . .  74  4 

Manufacturing  . 75^ 

Communications  . 85.5 

Mining  . . . . . 94.6 

Services  . 102.9 

Trade  . - . ----- .  107.3 


*  Department  of  Labour,  Labour  Gazette  (Ottawa:  King’s  Printer), 
April,  1933  (Vol.  xxxin,  No.  4),  p.  408. 


Sub-classifications  reveal  more  extreme  variations,  some 
of  which  may  be  listed  as  follows : 


Building  -  25.3 

Musical  instruments  .  20.5 

Agricultural  implements  . .  33.1 

Lumber  &  products _ _ _  44.5 

Iron  &  steel  products  _  59.3 


Pulp  &  paper  products  .  83.9 

Plant  products — edible  .  87.3 

Animal  products — edible  .  88.3 

Textile  products  _ 91.1 

Silk  and  silk  products  . . 376.5 


These  selections  show  the  incidence  of  unemployment, 
that  food  provision  is  carrying  on,  that  even  allowing  for  the 
recent  local  expansion  in  the  silk  industry  the  surplus  avail¬ 
able  for  personal  adornment  remains  unimpaired  and  that 
industries  dependent  upon  the  purchasing  power  of  farmers 
are  in  rather  a  bad  way. 


Frequently  it  is  pointed  out  that  we  now  have  want  in 
the  midst  of  plenty.  History  records  periods  of  want  with 
scarcity.  Such  are  understood  but  want  together  with  plenty 
confuses  us.  Where  and  what  are  these  wants?  Apparently 
people  are  being  well  fed  and  clothed.  Present  privation  is 


10  “Milk  Makes  the  Headlines,”  Journal  of  Agriculture,  Vol  36, 
No.  10  (April,  1933),  p.  175. 
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not  particularly  for  food.  Where  wants  are  most  serious  was 
quite  clearly  revealed  in  the  census  of  1931  which  recorded 
that  of  728,664  farms  reporting  not  half  of  them  reported  a 
motor  car,  while  one-third  only  reported  telephones,  one-sixth 
a  radio  and  one-twelfth  water  piped  to  the  house.  The  cure 
for  unemployment  is  work,  the  potential  demand  is  for  such 
goods  rather  than  for  food.  Farmers  can  get  along  without 
these  goods — but  it  is  not  the  farmers  as  a  class  we  are  ap¬ 
pealing  for— they  can  provide  for  themselves,  as  has  been 
said,  more  easily  than  any  other  class  of  society.  It  is  for 
the  industries  particularly  responsible  for  the  unemployment 
prevalent  that  we  wish  to  appeal  and  to  point  out  that  it  is 
not  only  possible  but  necessary  to  recognize  this  potential  de¬ 
mand  and  undertake  to  supply  it  by  providing  these  goods 
and  services  in  exchange  for  the  goods  and  services  which 
farmers  today  provide  in  such  abundance  for  these  wants  so 
greatly  needed.  This  is  recommended  as  a  better  method  of 
solving  the  problem  of  unemployment  than  the  back  to  the 
land  movement  which  will  increase  the  quantity  of  farm  pro¬ 
ducts  available  of  which  there  is  no  immediate  or  impending 
scarcity. 

The  frantic  endeavors  during  the  past  decade  in  Europe 
to  preserve  the  peasant  by  making  food  dear  and  the  meagie 
results  so  far  apparent  indicates  that  there  are  limiting  fac¬ 
tors  in  this  line  of  endeavor.  The  way  to  secure  cheap  food 
and  prosperous  agriculture  at  one  and  the  same  time  would 
appear  to  be  from  having  a  small  proportion  of  the  working 
force  in  the  farming  business  efficient  because  well  trained' 
and  well  equipped.  This  is  not  only  in  the  interests  of  the 
farmers  themselves  but  also  in  the  interests  of  society  in 
general. 

Increased  interest  in  the  industry  of  farming  by  other 
classes  is  probably  due  partly  to  the  fact  that  the  industiy  in 
general  is  ceasing  to  be  a  good  producer  of  public  levenue. 
Further  the  shift  of  farm  mortgages  from  the  column  of  gilt 
edged  securities  to  that  of  frozen  assets  may  have  some  influ¬ 
ence.  How  will  increasing  the  proportion  of  the  population 
on  the  land  effect  this  condition?  As  long  ago  as  1929  a  sur¬ 
vey  was  carried  on  in  a  district  in  the  Province  of  Zwechwan, 
China,  where  all  were  farmers  except  the  storekeeper  and 
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money  lender,  and  the  only  importations  to  the  area  were 
cloth  and  salt.  In  this  instance  transportation  charges  could 
not  be  blamed  for  the  conditions  as  they  had  no  railways  there. 
Nor  could  excessive  middleman’s  exactions  explain  difficulties 
as  they  did  their  own  marketing.  Reported  results  were  that 
the  fight  against  starvation  was  so  great  that  a  greater  amount 
was  spent  on  fertilizer  than  on  education  but  the  point  that 
is  stressed  here  is  that  the  local  authorities  had  to  secure  the 
assistance  of  the  provincial  police  in  1929  to  help  collect  the 
1939  taxes. 

This  movement,  in  so  far  as  it  may  be  temporarily  neces¬ 
sary  takes  place  voluntary.  There  is  small  need  for  assisting 
an  experienced  farmer  to  return  to  the  land  when  other  jobs 
are  no  longer  available.  That  voluntary  movement  took  place 
during  the  first  two  years  of  the  depression.  The  movement 
from  cities  to  farms  in  the  United  States  has  declined  during 
the  past  year  for  several  reasons,  including  the  fact  that  the 
movement  to  relatives  has  already  taken  place,  habitable  build¬ 
ings  in  rural  areas  are  all  occupied,  provision  of  garden  plots 
in  and  near  cities  and  finally  that  relief  agencies  have  found 
that  on  account  of  the  almost  bankrupt  condition  of  agricul¬ 
ture  it  is  cheaper  and  better  to  provide  subsistence  gardening 
projects  within  or  adjacent  to  cities  rather  than  build  new 
houses  in  more  remote  areas  required  by  moving  the  unem¬ 
ployed  out  on  the  land.11 

Probably  the  greatest  danger  from  this  movement  may 
result  from  allowing  unemployed  with  no  experience  in  farm¬ 
ing  access  to  the  land.  Naturally  there  may  be  some  slight 
compensation  in  allowing  some  of  those  skilled  in  the  securing 
of  their  foods  by  indirect  methods  the  opportunity  of  provid¬ 
ing  it  by  more  direct  means  but  this  is  small  in  comparison 
to  the  future  difficulties  liable  to  develop  judging  from  what 
has  already  happened.  Those  without  experience  in  farming 
have  been  given  a  chance  recently  in  this  country.  Out  of  313 
settlers  in  the  Peace  River  area  reported  on  under  the  Pioneer 
Projects  Committee,  some  65  different  previous  vocations 
were  represented  not  including  unskilled  labor,  roustabout 


11  Bureau  of  Agricultural  Economics,  op.  cit. 
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and  hobo,  all  of  whom  figure  in  the  classification.12  It  is  poin¬ 
ted  out  that  the  greatest  failures  and  the  most  dissatisfaction 
among  the  settlers  occurs  among  those  with  the  slight  or  no 
previous  experience  with  farming.  If  this  is  apparent  where 
grain  growing  is  the  leading  activity  there  is  less  hope  of 
success  for  the  inexperienced  where  more  specialized  lines  are 
essential.  The  unemployed  may  be  able  to  exist  on  the  land 
but  that  is  not  the  final  aim.  They  must  be  prosperous  there, 
not  only  in  their  own  interest  but  to  ensure  employment  in 
other  industries. 


12  G.  H.  Craig,  Development  Cycle  of  the  Peace  River  Pioneer  Fringe, 
(Montreal:  McGill  University  M.A.  thesis,  1933). 


FREEDOM  OF  SPEECH  IN  CANADA 


F.  R.  SCOTT 


The  present  economic  crisis  has  brought  sharply  to  the 
front  in  Canada  the  question  of  freedom  of  speech.  The  indi¬ 
vidual  liberties  of  the  Canadian  citizen  have  suddenly  been 
discovered  to  have  very  definite  and  unexpected  limits.  On  all 
sides  we  have  seen  men  and  women  thrown  into  gaol  simply  for 
making  speeches ;  peaceful  meetings  broken  up  by  the  police ; 
street  parades  prohibited  or  dispersed;  demonstrators  arrested 
and  deported  after  secret  trials  before  administrative  tribu¬ 
nals.  There  has  been  a  growing  censorship,  exercised  through 
the  post-office,  over  literature  imported  into  Canada  from 
abroad,  and  a  direct  suppression  in  certain  instances  of  papers 
printed  here.  In  the  narrower  field  of  academic  freedom  there 
have  been  disquieting  rumors  of  repression,  and  though  hither¬ 
to  the  record  of  our  universities  has  been  clear,  the  recent 
incident  of  Professor  Gordon1,  and  the  frequent  trouble  over 
student  publications,  suggest  that  the  problem  exists  there 
also.  What  is  more,  Canada,  alone  amongst  British  and  indeed 
amongst  parliamentary  countries,  has  outlawed  the  Commun¬ 
ist  party,  and  has  sent  eight  of  its  leaders  to  the  penitentiary 
for  five  years  merely  because  of  their  membership  in  it.  Under 
these  circumstances  it  is  important  to  examine  the  nature  of 
our  right  to  free  speech  and  the  extent  of  the  present  restric¬ 
tions  upon  it. 

To  understand  why  freedom  of  speech  should  again  appear 
in  jeopardy,  when  it  has  seemed  securely  planted  in  our  tradi¬ 
tion  and  our  practice,  it  is  essential  that  the  question  be  con¬ 
sidered  in  relation  to  the  world  economic  crisis.  It  is  not  mere 
coincidence  that  makes  economic  insecurity  and  repression  of 
opinion  and  speech  occur  together.  The  one  is  the  cause  of 
the  other.  The  economic  insecurity  of  today  induces  repres¬ 
sion  for  two  reasons.  It  puts  fear  into  the  hearts  of  govern- 


1  See  Ernest  Deane,  “Trying  to  Teach  Christian  Ethics,”  Canadian 
Forum,  June,  1933  (Vol.  xm.  No.  153),  p.  331. 
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ments,  and  fear  drives  out  tolerance.  It  operates  also  to  make 
people  critical  both  of  the  economic  system  which  brings  them 
to  their  unhappy  condition,  and  of  the  men  who  control  it. 
This  critical  attitude  is  carried  further  in  proportion  as  the 
crisis  deepens.  The  longer  the  return  of  capitalist  prosperity 
is  delayed,  the  more  do  the  sections  of  the  community  on  which 
depression  bears  heaviest  absorb  ideas  of  radical  reform.  Thus 
it  is  today  that  plans  for  great  changes  in  the  economic  sys¬ 
tem,  and  even  plans  for  replacing  it  by  what  appears  to  many 
to  be  a  more  efficient  and  more  just  system,  are  everywhere 
being  put  forward.  The  air  is  full  of  talk  of  reconstruction,  of 
socialism  and  of  communism.  Freedom  of  speech  is  being  de¬ 
manded,  not  simply,  as  in  the  past,  to  discuss  variations  of 
policy  within  an  accepted  framework  of  fundamental  ideas, 
but  to  question  the  fundamental  ideas  themselves.  What  is 
the  proper  place  and  degree  of  private  property  in  the  modern 
industrial  state?  Should  the  capitalist  system  be  scrapped 
entirely,  or  can  it  be  repaired  ?  Can  desirable  changes  be  made 
by  the  methods  of  normal  political  action,  or  will  they  involve 
violence?  Is  violence  ever  justifiable ?  These  are  the  sorts  of 
question  that  are  being  asked,  and  for  which  free  speech  is 
invoked.  The  sixteenth  and  seventeenth  centuries  fought  the 
issue  of  religious  freedom ;  the  eighteenth  and  nineteenth  the 
issue  of  political  freedom.  The  battle  is  now  being  waged 
along  the  economic  front.  The  control  of  the  machinery  of 
the  state — and  thus  of  repression — being  largely  in  the  hands 
of  the  owners  of  wealth,  the  struggle  for  freedom  of  speech 
becomes,  in  its  broad  development,  a  fight  between  social 
classes— between  those  who  benefit  from  the  system  and  those 
who  do  not. 

Let  us  remind  ourselves  what  our  so-called  British  tradi¬ 
tion  of  freedom  of  speech  has  meant  in  the  past.  At  bottom 
it  is  an  attitude  of  mind  rather  than  a  set  of  rules.  Its  simplest 
and  best  expression  is  probably  to  be  found  in  Voltaire  s  state¬ 
ment:  “‘I  do  not  believe  a  word  that  you  say,  but  I  will  defend 
with  my  life  your  right  to  say  it.”  On  analysis  our  belief  in 
this  liberty  will  be  seen  to  rest  on  the  following  propositions . 

1.  That  the  search  for  truth  is  socially  useful; 

2.  That  a  greater  freedom  of  speech  assists  the  discovery 
of  truth,  while  a  lesser  freedom  hampers  it; 
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3.  That  the  legal  restrictions  upon  this  freedom,  if  justi¬ 
fiable  at  all,  should  be  as  few  as  are  consistent  with  the 
preservation  of  orderly  social  change. 

Put  in  another  way,  freedom  of  speech  is  to  be  protected  be¬ 
cause  if  an  idea  is  true,  we  should  know  it;  if  it  is  not  true, 
public  discussion  will  most  quickly  destroy  it;  if  it  is  partly 
true  and  partly  untrue,  discussion  alone  will  separate  the  truth 
from  the  error.  Both  sides  of  a  question  must  be  heard  before 
it  is  possible  to  make  a  fair  or  reliable  decision  upon  the  point 
at  issue. 

Our  tradition  of  liberty  necessarily  covers  more  than  this 
belief  in  the  value  of  free  discussion.  It  includes  also  certain 
allied  liberties,  and  for  its  effective  enjoyment  it  requires  the 
existence  of  certain  recognized  conditions.  It  is  perhaps  im¬ 
possible  to  isolate  the  particular  safeguards  for  freedom  of 
speech  from  the  complex  of  institutions  and  practices  that 
make  up  a  given  social  environment.  Freedom  has  well  been 
defined  as  a  condition  under  which  activity  takes  place,  and 
consequently  is  affected  by  all  the  forces  —  religious,  political, 
economic  —  that  mould  the  habits  of  a  people.  One  might 
say,  for  instance,  that  education  is  necessary  to  intellectual 
liberty,  and  hence  to  freedom  of  speech.  An  ignorant  person 
may  be  at  liberty  to  speak,  but  he  will  have  little  to  say.  So 
too  the  individual  is  not  free  whose  education  has  firmly 
riveted  on  his  mind  a  fixed  pattern  of  ideas.  The  enquiry  here 
leads  us  into  the  field  of  psychology  and  other  subjects  alien 
to  this  paper.  Again,  the  problem  of  freedom  of  speech,  as  of 
freedom  in  general,  is  inseparably  bound  up  with  the  wider 
question  of  the  distribution  of  wealth  and  the  nature  of  the 
social  relationships  between  man  and  man.  A  concentration 
of  wealth  means  a  concentration  of  freedom  in  the  same  hands. 
The  wealthy  man  who  speaks  his  mind  has  nothing  but  the  law 
to  fear  —  if  that;  the  employee  will  fear  for  his  job  as  well. 
There  is  grave  danger  to  freedom  of  speech  in  our  modern 
industrial  society  if  the  contract  of  employment  can  be  broken 
at  the  mere  whim  of  the  employer. 

Without  going  too  deeply  into  these  aspects  of  the  prob¬ 
lem,  however,  it  is  possible  to  single  out  certain  essential 
requisites  for  freedom  of  speech.  Freedom  of  association  is 
obviously  one.  My  right  to  talk  is  valueless  unless  I  can  talk 
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to  people.  Speaking  implies  an  audience.  Any  law,  any  prac¬ 
tice,  which  strikes  at  the  right  to  form  clubs,  societies  and 
associations,  or  which  prevents  them  from  holding  meetings, 
open-air  or  otherwise,  is  a  direct  infringement  of  the  right  to 
freedom  of  speech.  The  right  of  association  includes  the  right 
to  petition  governing  bodies  of  all  sorts,  and  the  right  to  hold 
parades  under  proper  circumstances.  Freedom  of  the  press 
and  a  free  circulation  of  books  and  periodicals  are  further 
essentials.  Mr.  Walter  Lippman  in  his  Liberty  and  the  News 
goes  so  far  as  to  argue  that  the  critical  interest  in  the  modern 
state,  where  more  people  read  newspapers  than  attend  meet¬ 
ings,  is  the  protection  of  what  he  calls  “the  stream  of  news.” 
If  that  stream  is  restricted  or  colored,  the  liberty  of  opinion  is 
correspondingly  destroyed.  The  facts  will  not  be  available  on 
which  to  form  valid  judgments.  The  same  reasoning  applies  to 
the  public  utterances  of  public  officials.  If  they  adopt  a  policy 
either  of  secrecy  about  matters  of  public  importance,  or  of 
deliberate  misrepresentation  of  the  facts,  they  deal  a  blow  at 
freedom  of  speech. 

Finally,  it  is  a  necessary  part  of  our  tradition  in  this 
regard  that  the  machinery  of  justice  should  be  operated  so  as 
to  secure  to  the  individual  the  full  use  of  his  freedom.  No 
man  should  be  hindered  in  his  enjoyment  of  liberty  save  for 
an  infringement  of  some  legal  restriction  upon  it.  This 
involves  first  of  all  a  right  to  fair  trial  in  open  court,  before 
judges  sufficiently  independent  from  the  executive  branch  of 
the  government  to  be  free  to  defend  the  accused  against  an 
arbitrary  exercise  of  power  on  the  part  of  the  state.2  It  in¬ 
volves  the  right  to  trial  by  jury,  to  counsel,  to  call  witnesses, 
to  be  presumed  innocent  until  proven  guilty,  and  generally  to 
the  full  protection  of  what  we  describe  as  British  justice.  It 
means  also  that  the  accused  has  a  right  to  decent  treatment 
at  the  hands  of  the  police,  that  he  will  be  allowed  to  keep  silence 
if  he  chooses,  and  hence  will  be  free  from  third  degree  methods 
to  compel  confession.  It  means  that  in  the  courts,  in  the  words 
of  the  Bill  of  Rights,  “excessive  bail  ought  not  to  be  required, 
nor  excessive  fines  imposed,  nor  cruel  and  unusual  punishments 


2  Montesquieu  said:  “There  is  no  liberty  if  the  power  of  judging  be 
not  separated  from  the  legislative  and  executive  powers.” 
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inflicted.”  It  means  the  citizen  has  a  right  to  pursue  his  daily- 
activities  free  from  the  interference  of  spies. 

So  much  by  way  of  reminder  of  the  positive  content  of  our 
right  to  freedom  of  speech.  The  normal  legal  restrictions  upon 
it  may  be  dealt  with  equally  briefly.  Under  the  Canadian  — 
as  under  the  British  —  system  of  government  there  are  no 
permanent  constitutional  guarantees  of  personal  liberty,  such 
as  occur  in  the  American  and  other  written  constitutions.  The 
law  contains  no  declaration  of  rights ;  it  merely  lays  down  pro¬ 
hibitions.  Everything  may  therefore  be  lawfully  said  which 
does  not  come  within  a  prohibition.  The  types  of  speech  which 
our  traditional  law  has  considered  anti-social  and  hence  pun¬ 
ishable  may  be  classified  under  three  heads,  according  to  the 
interest  which  the  law  protects  in  each  case.  These  are  (1) 
crimes  against  the  state  or  public  order,  (2)  crimes  against 
morality,  and  (3)  crimes  against  individuals.  To  which  must 
be  added  the  general  rule  that  anyone  becomes  a  party  to  a 
crime  who  counsels  or  procures  another  to  commit  a  crime 
which  is  committed. 

Of  the  crimes  which  may  be  committed  by  words  against 
the  state,  the  most  important  is  sedition.  Minor  offences, 
like  spreading  false  news  and  libelling  foreign  sovereigns,  may 
be  mentioned,  though  they  are  seldom  enforced,  and  the 
crimes  of  unlawful  assembly  and  riot  may  hamper  freedom  of 
speech  by  affecting  the  right  of  association.  Sedition,  how¬ 
ever,  remains  the  principal  restriction.  It  is  not  defined  by 
our  criminal  code,  the  content  of  the  crime  being  built  up  out 
of  decided  cases.  It  thus  possesses  what  is,  for  the  police 
authorities,  a  most  convenient  elasticity,  and  the  only  useful 
description  one  can  give  of  it  is  that  it  includes  all  words  which 
a  judge  or  jury,  in  a  given  case,  consider  likely  to  cause  people 
to  adopt  unlawful  means  to  secure  social  change  or  to  disturb 
the  tranquillity  of  the  state.  Our  code  narrows  the  area  of 
sedition  a  little  by  saying  that  no  one  shall  be  deemed  to  have 
a  seditious  intention  only  because  he  intends  in  good  faith  to 
point  out  errors  or  defects  in  the  Canadian  constitution,  or  to 
excite  His  Majesty’s  subjects  to  attempt  to  procure  by  lawful 
means  the  alteration  of  any  matter  in  the  state.  In  England 
the  penalizing  of  seditious  speeches  is  rare,  the  law  not  being 
usually  enforced  save  where  there  have  been  overt  acts  of  a 
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criminal  sort  other  than  the  mere  uttering  of  words.  In 
Canada  the  number  of  prosecutions  for  sedition  has  increased 
very  greatly  since  the  war;  in  Montreal  alone  during  the  past 
three  years  there  have  been  at  least  ten  cases,  all  connected 
with  meetings  that  were  admittedly  peacful.3 

The  offences  against  morality  are  indecent  or  obscene 
words  or  publications,  and  blasphemy.  Our  Criminal  Code 
still  contains  the  archaic  rule  that  publishing  instructions  re¬ 
garding  contraceptives  or  cures  for  venereal  disease  is  criminal 
unless  the  accused  can  show  that  the  public  good  was  served 
by  his  acts  On  the  other  hand  the  Code  is  liberal  enough  to 
provide  that  blasphemy  consists,  not  in  the  nature  of  the  idea 
expressed,  but  in  the  manner  of  its  expression.  No  one  is 
guilty  of  a  blasphemous  libel  for  expressing  in  good  faith  and 
in  decent  language  any  opinion  whatever  upon  any  religious 
subject.  Advocating  atheism  is  thus  no  crime,  if  it  be  done  in 
a  temperate  and  considered  manner.  Defamatory  libel  is  the 
only  crime  that  can  be  committed  against  an  individual  by 
words.  In  general,  truth  and  public  interest  are  a  good  defence. 
A  similar  curb  on  freedom  of  speech,  not  part  of  the  criminal 
law,  is  the  civil  action  in  damages  to  which  everyone  is  liable 
who  injures  the  reputation  of  another. 

The  rights  and  restrictions  outlined  above  constitute  the 
framework  within  which  Canadians  have  been  accustomed  for 
generations  past  to  carry  on  their  public  and  private  discus¬ 
sions.  Whether  or  not  this  belief  in  freedom  of  speech  is  valid, 
whether  the  legal  restrictions  upon  it  are  too  narrow  or  too 
wide,  is  a  question  outside  the  scope  of  this  paper.  What  is 
important,  is  the  historic  fact  of  the  existence  of  the  right  to 
thi,s  degree  of  freedom.  This  is  what  is  meant  by  our  British 
tradition  of  free  speech.  We  in  Canada  inherited  that  tradition 
and  that  law.  What  use  have  we  made  of  it? 

There  are  practically  no  reported  cases  of  sedition  or 
allied  crimes  to  be  found  in  the  Canadian  law  reports  prior  to 
the  war.  This  does  not  mean  of  course  that  there  was  no  re¬ 
pression  of  freedom  of  speech  in  Canada.  Few  decided  cases 
are  reported,  and  many  forms  of  repression  involve  no  law- 


3  For  an  example  see  my  note  in  the  Canadian  Bar  Review,  Vol.  IV, 
No.  10  (December,  1931),  pp.  756ff. 
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suit.  But  it  is  reasonable  to  believe  that  few  persons  were 
interfered  with,  if  only  because  there  was  no  serious  criticism 
being  directed  against  established  institutions  by  any  orga¬ 
nized  body  of  opinion.  When  the  war  started,  however,  there 
was  immediately  trouble  with  the  pro-German  foreign  element 
in  the  west.  The  treatment  it  received  from  the  Canadian 
authorities  was  a  foretaste  of  the  latter’s  capacity  for  perse¬ 
cution.  An  Albertan  judge  remarked  in  1916: 

There  have  been  more  prosecutions  for  seditious  words  in  Alberta 
in  the  past  two  years  than  in  all  the  history  of  England  for  over  100 
years,  and  England  has  had  numerous  and  critical  wars  in  that  time.4 

In  this  case  a  man  was  sentenced  by  a  judge  because  while 
sitting  in  a  drug  store  he  expressed  satisfaction  at  the  sinking 
of  the  Lusitania.  Another  man  was  convicted  of  sedition  by 
a  jury  in  Saskatchewan  because  he  wrote  sarcastically  of  the 
people  who  were  volunteering  for  active  service,  suggesting 
that  they  would  die  of  fright  if  they  saw  a  German  soldier.5 
The  prosecution  was  dropped  later  in  the  first  case,  and  a  new 
trial  ordered  in  the  second,  but  the  two  stand  as  monuments 
to  the  potentialities  of  the  law  of  sedition. 

At  the  close  of  the  war  Canada  found  herself  for  the  first 
time  in  her  history  face  to  face  with  a  serious  movement  of 
anti-capitalist  opinion.  Many  demobilized  soldiers,  trained  to 
organization  and  conscious  of  their  strength,  were  restive  at 
the  discovery  that  the  fruits  of  their  victory  were  to  be  long 
hours  in  factories  for  small  pay.  The  Russian  revolution  had 
made  communism  a  world  force,  frightening  the  supporters 
of  the  existing  system  and  confusing  the  issue  between  intelli¬ 
gent  reform  and  violent  social  change.  It  was  the  period  that 
gave  notoriety  to  those  magic  words  which  are  still  able  to 
make  many  worthy  Canadians  stop  thinking:  Bolshevik,  Com¬ 
munist,  Red,  Socialist,  Pacifist,  Anarchist,  to  which  category 
the  word  “foreigner”  seems  to  be  a  recent  addition.  It  was 
the  time  of  the  One  Big  Union  and  the  Winnipeg  strike,  when 
Mr.  Woodsworth  was  arrested  and  detained  in  gaol  for  quoting 
the  Prophet  Isaiah,6  and  to  the  south  of  us,  a  Vice-President 

4  Rex  v.  Trainor,  33  Dominion  Law  Reports  658. 

5  Rex  v.  Giesinger,  27  Canadian  Criminal  Cases  54. 

6  A.  V.  Thomas,  “Quoting  Isaiah  in  Winnipeg,”  the  Nation  (New 
York),  January  3,  1920  (Vol.  cx),  p.  850. 
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of  the  United  States  was  discussing  in  the  Delineator  the 
pressing  problem  “Are  the  Reds  Stalking  our  College  Wo¬ 
men?”'  It  was  a  time  which  England  passed  through  with  no 
alteration  of  her  law  regarding  freedom  of  speech,  and  which 
Canada  met  by  adding  Section  98  as  a  permanent  part  of  our 
Criminal  Code,  and  by  making  deportation  easier  under  the 
Immigration  Act. 

The  notorious  Section  98  was  prepared  by  a  committee  of 
the  House  of  Commons  appointed  on  May  1st,  1919,  and  the 
bill  itself  was  rushed  through  Parliament  between  June  27th 
and  July  5th,  1919  —  immediately  after  the  Winnipeg  strike. 
Its  inspiration  was  undoubtedly  the  American  Espionage  Act 
and  the  various  state  .statutes  against  criminal  anarchy  and 
criminal  syndicalism.7 8  Nothing  like  it  can  be  found  in  British 
criminal  law  since  the  Napoleonic  era.  For  the  purposes  of 
this  discussion  its  provisions  may  be  summarized  as  follows : 

Subsection  1.  Any  association  whose  purpose  is  to  bring  about 
governmental,  industrial  or  economic  change  within  Canada  by  force  or 
violence,  or  which  teaches  or  defends  such  use  of  force  or  violence,  is 
an  unlawful  association. 

2.  All  property  belonging  or  suspected  to  belong  to  an  unlawful 
association,  may  be  seized  without  warrant  by  any  person  authorized  by 
the  Commissioner  of  the  Royal  Canadian  Mounted  Police. 

3.  The  following  acts  are  crimes  punishable  by  twenty  years: 

(a)  Acting  as  an  officer  of  an  unlawful  association,  and 

(b)  Selling,  writing  or  publishing  anything  as  representative  of  it, 
or 

(c)  Becoming  and  continuing  to  be  a  member  of  it,  or 

(d)  Wearing  a  badge  or  button  indicating  membership  of  or  asso¬ 
ciation  with  it,  or 

(e)  Contributing  to  or  soliciting  dues  for  it. 

4.  This  provides  that  anyone  who  has  attended  a  meeting  of  an  un¬ 
lawful  association,  or  spoken  publicly  in  advocacy  of  it,  or  distributed 
literature  of  it  shall  be  presumed  to  be  a  member  of  it  in  the  absence 
of  proof  to  the  contrary. 

5.  The  owner  of  any  hall,  who  knowingly  permits  therein  any  meet¬ 
ing  of  an  unlawful  association  or  subsidiary,  or  of  any  group  of  persons 
who  teach  or  defend  the  use  of  force,  shall  be  liable  to  five  years  or  a 
fine  of  $5000. 


7  See  J.  H.  Robinson,  The  Mind  in  the  Making  (New  York:  Harpers 
1921),  p.  193. 

8  Mr.  Guthrie  suggested  its  American  origin,  House  of  Commons 
Debates  (Canada),  Vol.  ii,  1919  (first  session),  p.  1956. 
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6  and  7  provide  for  search  of  premises  and  of  persons  and  seizure  of 
literature,  by  general  warrant  from  any  judge  or  magistrate. 

8.  The  publishing  and  selling  of  literature  in  which  is  taught  or 
defended  the  use  of  force  to  effect  governmental  change,  etc.,  and  the 
actual  teaching  or  defending  the  use  of  such  force,  is  punishable  by 
twenty  years. 

9.  Mailing  such  literature  is  a  crime  punishable  by  twenty  years. 

10.  Importing  such  literature  into  Canada  is  a  similar  crime. 

11.  This  makes  it  the  duty  of  every  Dominion  civil  servant  to  seize 
suspected  literature  and  send  it  to  the  Commissioner  of  the  Royal  Cana¬ 
dian  Mounted  Police. 

At  the  same  time  as  this  bill  was  passed  the  penalty  for 
sedition  was  increased  from  two  to  twenty  years,  and  the 
liberal  section,  narrowing  the  definition  of  seditious  intention, 
was  removed  from  the  Code.  Both  these  latter  changes  have 
since  been  repealed,  but  the  bill  to  repeal  Section  98  itself, 
though  successful  in  five  separate  occasions  in  the  Commons, 
was  thrown  out  every  time  by  the  Senate  —  once  by  a  majority 
of  three  votes.® 

The  particularly  serious  way  in  which  Section  98  restricts 
freedom  of  speech  in  Canada  are,  firstly,  the  severity  of  the 
penalties.  The  penalty  for  sedition  today,  is  two  years;  for 
unlawful  assembly  one  year;  for  riot,  two  years.  But  the 
penalty  under  Section  98  is  twenty  years.  The  difference  i.s 
absurd  in  view  of  the  similarity  of  the  offences.  The  equivalent 
American  statutes  range  from  one  to  ten  years;9 10  even  the 
emergency  Public  Safety  Act  of  the  Irish  Free  State  in  1927 
had  a  maximum  penalty  of  five  years  and  its  penalty  for  dis¬ 
tributing  literature  was  six  months.  Secondly,  subsection  4 
of  the  section  violates  our  traditional  rule  that  the  burden  of 
proof  of  guilt  rests  on  the  Crown.  Here  a  man  who  has  merely 
attended  a  meeting,  even  unknowingly,  must  prove  that  he  is 
not  a  member  of  an  unlawful  association  —  an  almost  impos¬ 
sible  task,  since  no  member  of  the  association  would  dare  to 
give  evidence.  Thirdly,  the  right  of  association  of  even  law¬ 
fully  disposed  persons  is  seriously  threatened  by  the  severe 
penalties  against  owners  of  halls  under  subsection  5,  for  who 
is  to  say  what  is  a  “subsidiary”  of  an  unlawful  association? 


9  In  the  session  of  1929. 

10  Z.  Chafee,  Freedom  of  Speech  (New  York:  Harcourt,  Brace  &  Co., 
1920),  p.  190. 
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Are  we  to  take  the  totally  unwarranted  pronouncement  of  the 
Dominion  Department  of  Labor,  which  has  compiled  in  a  docu¬ 
ment  called  Labour  Organization  in  Canada 11  a  list  of  subsi¬ 
diaries  of  the  Communist  party  ?  such  an  example  of  arbitrary 
blacklisting  is  typical  of  the  corrupting  influence  which  this 
type  of  legislation  has  upon  official  minds.  Not  a  vestige  of 
proof  is  adduced  for  the  inclusion  of  any  of  the  named  societies. 
Fourthly,  the  section  creates  entirely  new  crimes  connected 
with  the  publishing,  selling,  distribution  and  importation  of 
any  literature  which  advocates  or  defends  the  use  of  force.  A 
bookseller  can  be  punished  for  selling  a  book  the  contents  of 
which  were  unknown  to  him !  A  strict  enforcement  of  the  law 
would  make  the  sale  or  importation  of  most  of  the  classics  of 
political  science  unlawful,  since  there  is  a  large  body  of  reput¬ 
able  opinion  in  favor  of  the  view  that  revolution  is  morally 
justifiable  under  certain  circumstances.  Fifthly,  the  forbid¬ 
ding  of  “industrial”  change  by  threats  of  force  comes  peril¬ 
ously  near  to  destroying  the  right  to  strike.  Finally,  under 
subsection  2  the  police  have  power  to  invade  premises  and  seize 
property  without  warrant  and  on  mere  suspicion,  so  that  in 
Canada  no  man’s  home  can  be  called  his  castle. 

It  was  in  virtue  of  Section  98  that  the  Communist  party 
of  Canada  was  declared  an  unlawful  association  by  the  Ontario 
courts  in  193!.12  What  is  most  striking  about  the  trial  is  the 
fact  that  the  eight  accused  were  in  effect  sentenced  solely  on 
account  of  their  opinions,  since  there  was  no  reliable  evidence 
adduced  to  show  that  they  or  the  party  to  which  they  belonged 
had  actually  occasioned  any  acts  of  violence  in  Canada.  The 
use  of  force  in  which  they  and  the  party  believed  was  to  occur 
at  some  future  date.  It  is  also  to  be  noted  that  they  were  found 
equally  guilty  of  the  crime  of  sedious  conspiracy,  which  shows 
that  our  normal  criminal  law  on  these  matters  is  quite  adequate 
to  look  after  the  Communist  party  even  without  Section  98, 
if  we  wish  to  proceed  against  it.  Just  why  it  should  be  neces¬ 
sary  to  outlaw  Communists  in  Canada  when  it  is  unnecessary 


11  Department  of  Labour,  Labour  Organizations  in  Canada  (Ottawa: 
King’s  Printer,  1932). 

12  For  a  review  of  the  trial  see  my  article  “The  Trial  of  the  Toronto 
Communists,”  Queen’s  Quarterly,  Vol.  xxxix,  No.  3  (August,  1932), 
pp.  512ff. 


Freedom  of  Speech  in  Canada  179 

in  all  civilized  countries  that  have  not  turned  fascist,  we  have 
never  been  told.  Nor  are  we  informed  why  the  policy  of  perse¬ 
cution  will  have  any  other  than  the  normal  result  of  spreading 
the  very  doctrines  it  is  designed  to  suppress. 

Certain  aspects  of  Section  98  are  a  sufficiently  severe  break 
with  our  traditional  freedom,  but  the  deportation  provisions 
of  the  Immigration  Act,13  because  they  lead  to  exile  after  secret 
trials,  and  because  they  bear  mostly  hardly  upon  the  friendless 
foreign  element  in  Canada,  are  even  more  pernicious.  Under 
this  act,  whenever  any  person  other  than  a  Canadian  citizen 
advocates  in  Canada  the  overthrow  by  force  or  violence  of  any 
British  government,  or  of  constituted  law  and  authority,  or 
shall  by  word  or  act  create  or  attempt  to  create  riot  or  public 
disorder  in  Canada,  he  is  to  be  classed  as  an  undesirable  immi¬ 
grant,  regardless  of  the  length  of  time  he  has  been  in  the 
country,  and  a  written  complaint  of  this  fact  must  be  sent  to 
the  Minister  of  Immigration.14  Similar  complaint  can  be  made 
whenever  any  person  other  than  a  Canadian  citizen  or  a  person 
having  Canadian  domicile  becomes  a  public  charge.10  At  once 
the  machinery  of  deportation  may  be  set  in  motion. 

Deportation  from  Canada  is  ordered  by  a  board  of  inquiry. 
This  consists  of  any  three  officers  nominated  by  the  Minister 
of  Immigration,  sitting  at  any  port  of  entry.  No  qualifications, 
legal  or  otherwise,  are  required  to  be  an  officer,  and  no  tenure 
of  appoinment  is  guaranteed.  The  hearing  of  all  cases  brought 
before  the  board  “shall  be  separate  and  apart  from  the  public,” 
but  in  the  presence  of  the  immigrant  “whenever  practicable.”16 
The  immigrant  may  be  represented  by  counsel,  but  none  of  the 
accepted  rules  of  evidence  apply  to  the  conduct  of  the  case, 
the  board  being  entitled  to  base  its  finding  upon  any  evidence 
considered  credible  or  trustworthy  by  it.17  From  a  decision  of 
the  board,  which  goes  by  a  majority  vote,  an  appeal  lies  to  the 
minister  who  appointed  it.  At  present  he  is,  incidentally,  also 


13  Revised  Statutes  of  Canada,  1927,  chap  93,  as  amended  by  18-19 
Geo.  V.,  chap.  29. 

14  Ibid.,  sec.  41. 
is  Ibid.,  sec.  40. 

I8  Ibid.,  sec.  15. 

17  Ibid.,  sec.  16. 
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Minister  of  Mines  and  Minister  of  Labour,  so  that  the  time  at 
his  disposal  for  hearing  these  appeals  may  readily  be  imagined. 
If  the  minister  dismisses  the  appeal,  the  person  shall  be  de¬ 
ported  forthwith.  If  he  is  the  head  of  a  family,  the  dependent 
members  may  be  deported  also. 

The  bare  recital  of  these  provisions,  astonishing  though 
they  are,  gives  little  idea  of  what  they  mean  in  practice.  For 
the  purpose  of  turning  back  undesirable  immigrants  at  the 
moment  they  are  seeking  to  enter  Canada,  a  board  of  inquiry 
may  be  both  useful  and  necessary.  For  the  totally  different 
purpose  of  administering  justice  to  foreigners  who  have  com¬ 
mitted  certain  crimes  —  for  that  is  what  these  boards  are 
doing  —  they  are  a  travesty  of  everything  we  profess  to  believe 
is  proper  in  the  enforcement  of  criminal  law.  The  accused  does 
not  stand  a  dog’s  chance.  He  is  tried  secretly.  He  may  be 
whisked  away  from  Winnipeg  to  be  tried  in  Halifax,  as  hap¬ 
pened  in  the  case  of  Dan  Holmes  and  others.  He  is  not  stated 
to  have  the  right  to  call  witnesses  in  his  own  behalf  —  and  the 
right  would  be  ineffective  where  long  distances  intervene  be¬ 
tween  his  home  and  the  port  of  entry.  He  has  no  right  to 
refuse  to  give  evidence,  but  may  be  questioned.  His  judges 
are  probably  petty  officials  untrained  in  the  interpretation  of 
statutes  and  the  weighing  of  evidence,  and  liable  to  direct 
pressure  from  above.  His  appeal  may  be  even  less  a  trial  than 
the  enquiry :  the  Minister  is  not  obliged  to  hear  counsel  for  the 
defence.  And  the  penalty  is  the  “cruel  and  unusual  punish¬ 
ment”  of  exile,  as  likely  as  not  to  a  country  where  further 
penalties  will  await  the  radical  deportee.18 

The  use  to  which  these  powers  may  be  put  for  the  purpose 
of  suppressing  undesired  opinion  may  easily  be  imagined. 
Many  startling  instances  of  deportation  of  alleged  Communists 
and  “reds”  have  been  reported  in  the  press.  It  is  not  known 
how  many  others  there  may  be.  Total  deportations  for  1931- 
32  were  7,034.  In  the  years  1929-32  deportations  as  “public 
charges”  alone  numbered  8,858.  How  easy  to  pick  out  ring¬ 
leaders  among  the  unemployed !  Even  naturalized  aliens  can¬ 
not  feel  safe,  for  under  the  Naturalization  Act  the  Governor 


18  Some  of  the  Poles  detained  for  deportation  at  Halifax  were  even 
refused  permission  to  pay  their  own  way  to  the  Soviet  Union.  See  the 
Citizen  (Ottawa),  January  16th  and  17th,  1933. 
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in  Council  may  at  any  time  revoke  a  certificate  granted  to  a 
person  who  has  “shown  him.self  by  act  or  speech  to  be  disaf¬ 
fected  or  disloyal  to  His  Majesty,”  or  wherever  he  is  satisfied 
that  the  continuance  of  the  certificate  is  not  “conducive  to  the 
public  good.”19  In  1931-32,  239  certificates  were  revoked  or 
annulled,  as  against  an  average  of  27  or  28  for  the  three  pre¬ 
ceding  years.  No  reasons  are  given.  Naturalization  thus  gives 
no  security  in  regard  to  freedom  of  speech;  even  sedition 
seems  an  exact  term  beside  the  words  “disloyalty”  and  “disaf¬ 
fection,”  and  as  for  the  clause  protecting  the  “public  good,” 
what  is  this  but  straight  permission  to  cancel  certificates  at 
will?  Moreover,  being  of  British  origin  with  Canadian  domi¬ 
cile,  as  so  many  of  our  immigrants  are,  though  it  makes  a 
person  a  Canadian  citizen,  does  not  free  him  from  danger, 
since  Canadian  domicile  is  lost  under  the  Immigration  Act  “by 
any  person  belonging  to  the  prohibited  or  undesirable  classes,”20 
and  the  advocacy  of  force  to  overthrow  the  government  of 
Canada,  and  other  prohibited  opinions,  brings  one  within  these 
classes.21  Thus  the  only  people  who  appear  free  from  the 
danger  of  deportation  are  the  British  subjects  born  in  Canada. 
As  there  were  2,307,525  immigrants  in  Canada  according  to 
the  census  of  1931,  this  means  that  some  23  per  cent  of  the 
population  of  this  country  is  liable  to  be  exiled  for  the  expres¬ 
sion  of  certain  types  of  opinion,  without  any  protection  from 
the  ordinary  law  courts  or  any  proper  trial.  It  would  be  hard 
to  find  a  parallel  degree  of  bureaucratic  control  in  any  country 
on  the  face  of  the  globe. 

Star-chamber  justice  and  Section  98  strike  directly  at  free 
speech  in  Canada.  But  there  are  other  methods  of  repression, 
less  direct  but  equally  effective,  and  very  widely  used.  About 
these  it  is  not  easy  to  find  reliable  information,  and  my  autho¬ 
rity  for  the  most  of  what  follows  is  admittedly  the  newspapers. 
There  are  no  official  reports  of  the  number  of  hall-owners 
threatened  by  police  with  cancellation  of  licenses  if  certain 
meetings  are  permitted.  Yet  this  is  a  common  practice  in 
Canada  today.  The  most  flagrant  instances  have  occurred  in 


19  Revised  Statutes  of  Canada,  1927,  chap.  138,  sec.  9. 

20  Ibid.,  sec.  2  (e)  ii. 

21  Ibid.,  sec.  3  (n  and  o). 
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Toronto,  where,  for  instance,  the  Fellowship  of  Reconciliation 
in  1931  found  its  meetings  blocked  in  this  way,22  and  where  a 
meeting  arranged  by  a  Co-operative  Commonwealth  Federa¬ 
tion  Club  in  March,  1933,  was  similarly  prevented.  In  Montreal, 
May  27th,  1932,  an  Anti-War  meeting,  called  by  the  Young 
People’s  Socialist  League  and  staged  on  the  same  night  as  the 
fashionable  military  tournament,  was  interfered  with  by  the 
police  and  had  to  be  postponed.  The  whole  question  of  open- 
air  meetings  and  parades  is  treated  by  most  Canadian  munici¬ 
palities  with  the  utmost  disregard  of  lawful  claims  to  freedom 
of  speech.  It  has  become  a  settled  policy,  in  Montreal,  for 
instance,  that  no  soap-box  oratory  will  be  permitted  anywhere. 
It  is  no  question  of  traffic  regulations,  or  of  enforcing  the  law 
against  sedition  or  unlawful  assembly.  The  man  or  woman 
who  dares  to  step  forward  is  arrested  or  driven  away  before  a 
word  is  said  —  on  what  legal  ground  it  is  impossible  to  see.23 
The  use  of  violence  in  dispersing  crowds  —  and  this  touches 
upon  freedom  of  speech  —  is  of  common  occurrence.24  On  one 
occasion  the  Montreal  police,  after  an  attempted  demonstra¬ 
tion,  mounted  guard  over  the  bread  lines  and  drove  away 
everyone  whom  they  considered  to  be  a  Communist.25 

This  increasing  authority  on  the  part  of  the  police,  often 
unwarranted  by  law,  is  a  marked  feature  of  the  present  depres¬ 
sion,  and  is  increasingly  threatening  our  personal  liberties. 
Evidences  of  it  are  visible  on  all  sides.  The  Commissioner  of 
the  Royal  Canadian  Mounted  Police  under  Section  98  of  the 
Criminal  Code,  censors  radical  literature  for  us.  Municipal 
police  are  given  or  assume  the  right  to  prohibit  meetings  and 
parades  in  advance.  May  Day  is  treated  in  most  parts  of  the 
country  by  the  police  as  though  everyone  who  celebrated  the 
occasion  was  a  public  enemy,  though  the  holiday  is  simply 
intended  as  a  symbol  of  international  working-class  solidarity 


22  See  J.  F.  White,  “Police  Dictatorship,”  Canadian  Forum,  Febru¬ 
ary,  1931  (Vol.  XI,  No.  125),  p.  167. 

23  E.  A.  Forsey,  “Montreal  is  a  Quiet  City,”  Canadian  Forum,  June, 
1931  (Vol.  xi,  No.  129),  p.  327. 

24  E.g.  behavior  of  police  at  the  Zynchuck  funeral,  Montreal,  March 
11,  1933. 

25  The  Gazette  (Montreal),  February  26,  1931. 
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and  there  is  no  reason  in  law  or  common  sense  why  parades 
should  not  be  permitted  and  protected.  Third-degree  methods, 
from  which  our  police  have  hitherto  been  fairly  free,  are  al¬ 
ready  beginning  frequently  to  be  charged;  and  now  that  they 
have  publicly  received  the  blessing  of  the  Attorney-General 
for  Quebec  for  the  stated  reason  that  they  produce  “confes¬ 
sions,”  they  may  be  expected  to  develop.26  With  their  adoption 
the  traditional  right  to  silence  of  the  accused  disappears,  and 
public  respect  for  “law  and  order”  is  further  destroyed.  Equal¬ 
ly  deplorable  is  the  growing  use  of  spies,  of  which  Sergeant 
Leopold  is  the  prize  example.  He  has  been  going  the  rounds 
of  the  boards  of  inquiry  under  the  Immigration  Act,  lecturing 
the  officials  on  the  nature  of  Communism.  He  is  a  fit  successor 
to  the  Corporal  Zaneth  of  the  same  trade,  who  gave  evidence 
during  the  trial  of  Russel  after  the  Winnipeg  strike,  and  who 
defended  the  practice  of  spying  by  declaring,  “Yes,  I  think 
Canada  needs  liars.”27  Our  once  glorious  Mounted  Police  are 
now  associated  with  this  dirty  game.  “The  freedom  of  a 
country,”  wrote  Erskine  May,  “may  be  measured  by  its  im¬ 
munity  from  this  baleful  agency.” 

Moreover,  there  is  a  growing  tendency  on  the  part  of  the 
police  to  excuse  all  arbitrary  behavior  by  calling  the  persecuted 
persons  Communists  or  Socialists  (the  two  categories,  distinct 
in  law,  being  deliberately  or  ignorantly  confused.)  When 
Constable  Zappa  of  the  Montreal  Police  Force  was  asked  by  a 
press  reporter  why  he  shot  the  unemployed  Pole,  Zynchuck,  in 
the  back  during  an  eviction  in  Montreal,  he  replied  with  a  shrug 
of  the  shoulders,  “He’s  a  Communist.”28  The  fundamental  rule 
that  no  one  is  a  criminal  until  a  court  of  law  has  found  him  so, 
seems  incapable  of  appreciation  by  the  police  mind.  Even  if 
we  have  outlawed  the  Communist  party,  the  alleged  Commu¬ 
nist  is  no  criminal  until  the  case  is  proved  against  him;  he 
attends  meetings,  makes  speeches,  marches  in  parades,  an 


26  An  address  by  the  Attorney-General  for  Quebec  before  Police  and 
Fire  Chiefs  Association,  the  Gazette  (Montreal),  May  9th,  1933.  The 
rack  and  thumbscrew  also  produced  confessions  from  the  innocent  as 
well  as  the  guilty. 

27  J.  A.  Stevenson  “A  Set-Back  to  Reaction  in  Canada,”  the  Nation 
(New  York),  March  6,  1920  (Vol.  cx),  p.  292. 

28  The  Star  (Montreal),  March  7th,  1933. 
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innocent  man.  The  police,  if  they  have  evidence,  may  arrest 
him  and  bring-  him  in  before  a  court,  just  as  in  the  case  of 
other  law-breakers,  but  that  is  all  they  may  lawfully  do. 
Everything  else  is  persecution. 

Another  favorite  form  of  police  repression  is  the  enforce¬ 
ment  of  laws  only  against  individuals  whom  they  dislike.  A 
group  of  unemployed  in  March,  1932,  set  out  in  a  truck  from 
Montreal  for  Quebec  to  present  petitions  to  the  provincial 
government.  This  was  a  valid  exercise  of  a  constitutional 
right.  They  were  arrested  for  speeding  and  having  dirty 
license  plates.29  Two  members  of  the  Young  People’s  Socialist 
League  of  Montreal  were  arrested  for  placing  posters  calling 
an  anti-war  meeting  on  telegraph  poles  belonging  to  the  Mont¬ 
real  Light  Heat  and  Power  Company.30  The  proceedings  were 
legal  under  a  city  by-law,  but  similar  cases  of  placarding,  not¬ 
ably  at  election  time,  pass  unnoticed.  There  is  another  Montreal 
by-law  prohibiting  the  distribution  of  circulars  or  papers  in 
the  streets  and  public  places  of  the  city;31  it  is  enforced  prin¬ 
cipally  against  persons  handing  out  radical  notices. 

No  change  of  attitude  on  the  part  of  the  police,  however, 
is  likely  to  occur  when  so  little  respect  or  consideration  for 
freedom  of  speech  is  shown  by  certain  of  our  public  men.  They 
do  not  seem  to  realize  that  toleration  means  allowing  the 
expression  of  unpleasant  as  well  as  pleasant  ideas.  Lip-service 
to  our  traditions  is  paid  from  time  to  time,  but  qualified  in 
such  a  way  as  to  show  a  total  ignorance  of  what  that  freedom 
means.  The  following  statement,  which  comes  from  the  high¬ 
est  quarter,  is  typical: 

This  is  a  land  of  freedom,  where  men  may  think  what  they  will  and 
say  what  they  will,  so  long  as  they  do  not  attack  the  foundations  upon 
which  our  civilization  has  been  built.  But  as  we  have  freedom,  so  we 
have  justice,  and  it  is  not  right  nor  just  that  now  or  at  any  other  time 
we  should  permit  such  action  by  words  or  deeds  as  may  tend  to  unsettle 
confidence  in  the  institutions  under  which  we  live.32 

Note  the  limitations:  “attacking  the  foundations  of  our 
civilization”  and  “tending  to  unsettle  confidence  in  our  insti- 


29  The  Gazette  (Montreal),  February  19,  1932. 

30  This  case  is  known  to  me  personally. 

31  No.  270. 

32  House  of  Commons  Debates  (Canada),  1931,  Vol.  IV,  p.  4278. 
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tutions.”  Neither  of  these  can  be  classified  under  any  known 
legal  restrictions  upon  freedom  of  speech.  Institutions  and 
foundations  may  be  attacked  freely  so  long  as  lawful  methods 
of  abolition  or  reform  are  urged.  Mr.  Justice  Humphreys 
stated  the  law  clearly,  during  his  summing  up  at  the  recent 
trial  in  England  of  four  Communists  charged  with  conspiracy 
to  seduce  soldiers  from  their  duty,  when  he  said : 

A  person  in  this  country  has  liberty  to  say  that  its  constitution  or 
its  religion  should  be  changed,  that  there  ought  to  be  no  religion  at  all, 
that  there  ought  to  be  no  king,  that  we  ought  to  have  a  republic,  or  any 
other  form  of  government.  What  persons  cannot  do  is  to  advise  that 
changes  should  be  made  by  force  or  terrorism.33 

This  failure  to  distinguish  between  the  content  of  the  idea 
and  the  manner  of  giving  effect  to  it  leads  to  the  frequent  but 
erroneous  confusion  between  Communism  and  Socialism.  The 
Socialist  aims  to  secure  political  power  by  lawful  means ;  the 
Communist  expects  to  use  violence.  The  two  parties  on  this 
point  are  poles  apart.  It  would  be  quite  lawful  to  preach 
every  communist  doctrine  so  long  as  the  element  of  violence 
were  omitted,  and  socialism  has  never  come  near  the  edge  of 
the  law.  References  to  the  “iron  heel  of  ruthlessness”  and 
similar  talk,34  create  the  impression  that  the  radical  is  without 
rights  —  and  the  Constable  Zappas  shoot  the  more  readily. 
A  similar  confusion  is  created  in  regard  to  the  foreigners  in 
our  midst  —  “the  people  with  unpronounceable  names”:  it  is 
somehow  considered  a  special  offence  for  them  to  express  dis¬ 
approval  of  the  labor  conditions  under  which  they  work,  or  the 
institutions  under  which  they  are  compelled  to  live.  In  the 
eye  of  the  law  the  freedom  of  speech  of  foreigners,  at  any  rate 
in  ,so  far  as  the  Criminal  Code  is  concerned,  is  identical  with 
that  of  native-born  Canadians.  If  we  do  not  practice  tolerance 
towards  foreigners,  we  are  not  likely  to  practice  it  amongst 
ourselves.  Freedom  of  speech  cannot  survive  in  a  country 
where  people’s  minds  are  filled  by  public  men  with  these  fixed 
ideas  and  prejudices  about  racial  or  political  groups.  What 
type  of  justice  can  be  expected  from  a  Recorder  in  Montreal 
who  greets  a  new  batch  of  prisoners  with  the  words:  “Some 


33  Cited  in  the  Citizen  (Ottawa),  May  20th,  1933. 

34  See  speeches  before  the  Ontario  Conservative  Association,  Novem¬ 
ber  9,  1932,  reported  in  the  daily  press. 
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more  Communists?  I  believe  that  if  they  would  get  stiff er 
sentences,  it  would  put  a  stop  to  these  smart  reds.”35 

The  repression  of  opinion  manifests  itself  in  many  other 
ways  today.  The  withholding  of  information  upon  matters  of 
public  importance  is  one.  The  Beauharnois  investigation  is 
suddenly  stopped ;  the  Montreal  Harbor  Bridge  enquiry  is  with¬ 
held.  The  government  consistently  refuses  to  publish  full  in¬ 
formation  regarding  income  tax  statistics  in  Canada,  such  as 
have  been  available  in  the  United  States.  When  enquiries  are 
compelled  in  regard  to  penitentiaries  and  coal  monopolies,  they 
are  held  in  private.  Public  opinion,  in  the  expressive  phrase 
of  Mr.  Lippman,  is  thus  “blockaded.”  In  parliament  itself  the 
freedom  of  speceh  of  members  is  seriously  curtailed.  Govern¬ 
ment  business  takes  more  and  more  time.  The  speaker  of  the 
Commons,  with  all  his  control  over  debate,  is  invariably  a  party 
nominee ;  in  England  his  post  is  by  tradition  permanent.  Mr. 
Woodsworth  in  the  session  of  1932,  was  for  a  time  denied  even 
first  reading  of  his  bill  to  repeal  Section  98.36  During  the  past 
year  discussion  of  an  important  matter  of  foreign  policy  — 
the  Sino-Japanese  situation  —  was  choked  off  on  the  novel 
plea  that  matters  under  consideration  by  the  League  of  Na¬ 
tions  should  not  be  debated  in  Parliament  as  they  were  sub 
judice,37  a  rule  which  if  adopted  generally  might  prevent  the 
Canadian  people  from  giving  any  authoritative  voice  to  its 
opinions  on  pressing  international  affairs. 

The  most  potent  influence  upon  the  popular  mind,  the 
press,  is  obviously  not  free  in  Canada  from  those  practices 
which,  by  controlling  the  news,  control  our  liberty  of  thought. 
Exceptions  of  course  there  are,  but  Canadian  newspapers  for 
the  most  part  are  owned  by  interests  and  make  their  profits 
from  advertisers  who  are  for  economic  reasons  opposed  to 
freedom  of  speech  for  radicals.  The  result  is  seen  in  their 
failure  to  report  certain  types  of  meeting,  their  totally  inade¬ 
quate  reporting  of  speeches  containing  an  unpopular  point  of 
view,  and  in  other  ways.  Publicity  can  ,so  easily  be  manipu¬ 
lated  in  favor  of  one  side.  This  winter  at  the  time  of  the 


85  The  Gazette  (Montreal),  March  19th,  1931. 

36  House  of  Commons  Debates  (Canada),  1932,  Vol.  I,  p.  380. 

37  Ibid.,  (unrevised  edition),  November  21,  1932,  pp.  1464-9. 
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formation  of  the  Co-operative  Commonwealth  Federation  Clubs 
in  Montreal  La  Presse  and  La  Patrie  refused  to  carry  a  paid  ad¬ 
vertisement  asking  all  people  interested  in  the  movement  to 
send  their  names  to  a  given  address.  Consistent  misrepre¬ 
sentation  of  an  opinion  is  another  way  of  attempting  to 
suppress  it,  and  this  is  all  too  common  a  habit  in  certain 
editorial  offices.  The  attack  sometimes  comes  from  other 
parts  of  the  newspaper  world.  The  weekly  paper  Change, 
first  published  in  February,  1933,  and  mildly  radical  in  its  opin¬ 
ions,  was  put  out  of  business  because  the  distributing  agencies 
in  Toronto  refused  to  handle  it. 

There  is  an  interesting  fight  for  freedom  of  speech  in 
progress  at  the  present  moment  in  Montreal.  The  Universite 
Ouvriere,  a  French-Canadian  workmen’s  college  where  anti¬ 
clerical  and  radical  economic  views  are  taught,  has  been  for 
many  years  a  thorn  in  the  flesh  of  the  provincial  authorities. 
Its  headquarters  were  raided  by  a  band  of  students  from  the 
University  of  Montreal  in  1930,  and  .some  of  its  property 
damaged.  It  has  now  been  deprived  of  its  charter  by  the 
repeal  of  the  Mechanics’  Institute  and  Library  Associations 
Act  at  the  last  session  of  the  Quebec  Legislature,  compelling 
all  associations  formed  under  the  Act  to  seek  new  charters 
under  the  Quebec  Companies  Act.  According  to  the  Hon.  C.  J. 
Arcand,  Minister  of  Labour  at  Quebec,  the  University  was  ex¬ 
pounding  doctrines  “harmful  to  the  public  weal.”38  Its  news¬ 
paper,  Spartacus,  was  seized  and  stopped  by  the  police.  No 
court  action  has  yet  established  that  any  of  its  teaching  was 
illegal,  though  its  daring  leader,  Albert  St.  Martin,  is  now 
undergoing  trial  on  a  charge  of  blasphemous  libel.  Undaunted 
by  the  attack,  the  University  has  reformed  as  a  business  firm 
carrying  on  the  business  of  education.39  It  remains  to  be  seen 
how  long  this  device  will  avail  to  preserve  it.  Some  70  years 
ago  a  much  more  respectable  French-Canadian  society, 
L’lnstitut  Canadien,  fought  for  smaller  rights,  and  lost. 

One  last  form  of  repression,  and  one  of  the  most  powerful, 
must  be  mentioned.  It  does  not  lend  itself  to  easy  measure¬ 
ment,  and  may  perhaps  best  be  described  in  plain  English  by 


38  The  Gazette  (Montreal),  April  10,  1933. 

39  Ibid.,  May  8,  1933. 
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saying  that  there  is  a  widespread  feeling  in  Canada  today  that 
if  a  man  wants  to  hold  his  job  he  had  better  not  talk  too  much. 
This  feeling  undoubtedly  exists  amongst  all  classes  of  em¬ 
ployee,  both  salaried  and  wage-earning.  Its  existence  is  a  fine 
commentary  upon  the  nature  of  our  social  life,  implying  as  it 
does  that  the  person  who  works  for  a  living  is  owned  body  and 
soul  by  the  employers,  and  that  these  are  unscrupulous  enough 
to  penalise  a  man  for  his  opinions.  It  largely  explains  our 
public  apathy  in  the  face  of  manifold  provocations.  How  often 
we  hear  it  said  of  someone  that  he  is  in  favor  of  this  or  that 
reform,  but  of  course  he  “cannot  say  anything.”  He  cannot 
say  anything,  the  other  man  cannot  say  anything  —  no  one 
can  say  anything,  except  the  Communist,  and  he  is  promptly 
deported.  So  the  leading  British  Dominion  drifts  along  in  this 
year  of  grace  1933,  frightened  out  of  its  all  too  diminutive 
wits.  Our  captains  of  industry  are  firm  believers  in  individual 
initiative  and  private  enterprise,  but  they  are  the  first  to  deny 
the  application  of  their  pet  principles  in  the  field  of  freedom 
of  speech.  In  fairness  to  them,  however,  it  must  be  admitted 
that  this  sense  of  fear  may  equally  be  due  to  a  lack  of  courage 
on  the  part  of  the  employee. 

“The  time,  it  is  to  be  hoped,  has  gone  by”  wrote  John 
Stuart  Mill,  “when  any  defence  would  be  necessary  of  the 
principle  of  freedom  of  speech.”  His  hope  was  vain.  The  time 
for  defending  freedom  never  goes  by.  Freedom  is  a  habit  that 
must  be  kept  alive  by  use.  In  times  like  the  present,  when 
mankind  is  hesitating  before  a  bewildering  choice  of  remedies 
for  its  afflictions,  freedom  of  discussion  is  more  necessary  than 
ever.  There  are  two  ways  of  attempting  to  solve  our  present 
economic  problems.  One  is  to  use  the  sword ;  this  is  the  Com¬ 
munist  and  Fascist  technique.  The  other  is  to  think  through 
the  difficulties,  to  decide  a  policy,  and  to  legislate  it  into  exis¬ 
tence.  This  is  what  we  like  to  think  is  the  Canadian  technique. 
It  cannot  work  without  the  utmost  freedom  of  speech  and 
discussion. 

The  achievement  of  a  full  degree  of  personal  liberty  must 
await  the  conquest  of  the  economic  system  by  the  democratic 
principle.  But  much  could  be  done  immediately  to  widen  the 
area  of  freedom  of  speech  in  Canada,  and  liberal  minds  of  all 
parties  should  unite  in  this  endeavor.  In  particular  the  repeal 
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of  Section  98,  the  confining  of  the  immigration  boards  to  their 
proper  functions,  a  restriction  of  police  control  over  owners  of 
halls,  a  reasonable  granting  of  permission  for  parades,  and  the 
setting  aside  in  every  city  and  town  of  specified  localities  for 
outdoor  meetings  under  police  supervision,  are  essential  steps 
toward  regaining  our  traditional  freedom.  Law  and  order 
would  be  more  secure  in  this  atmosphere  of  tolerance,  because 
tolerance  induces  a  respect  for  authority.  The  well-tried  rules 
of  our  normal  criminal  law40  would  still  be  available  to  put 
down  violence  and  to  preserve  the  public  peace. 


40  E.g.  treason,  sedition,  unlawful  assembly,  riot,  etc. 
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I  take  it  that  one  who  discourses  upon  administrative 
law  in  Canada  or  any  country  which  has  modelled  its  consti¬ 
tutional  arrangements  on  those  of  England  is  expected  to 
discuss  the  increasing  importance  of  the  executive  in  the 
work  of  government.  The  growing  predominance  of  the 
executive  is  reflected,  it  is  true,  in  many  ways  which  do  not 
concern  us  in  this  discussion  but  it  finds  its  chief  legal  ex¬ 
pression  in  the  form  of  statutory  discretions  which  are  more 
or  less  limited  and  circumscribed  by  the  enacting  clauses  of 
the  statute  which  contains  them  and  which  are  compendiously 
described  as  administrative  law.  A  development  which, 
instead  of  imposing  rules  upon  the  executive,  emancipates  it, 
in  some  measure,  from  the  restraint  of  rule,  cannot  be 
accurately  described  as  “law”  of  any  kind.  This  distortion  of 
language,  no  doubt,  provoked  the  retort  of  “administrative 
lawlessness”1  from  Hewart,  Lord  Chief  Justice.  But  the 
abuse  of  sacred  words  is  not  in  itself  a  condemnation  of  the 
new  alignment  of  government  functions.  The  fact  that  it 
does  not  satisfy  the  juristic  test  of  law  does  not  necessarily 
make  it  a  form  of  lawlessness  which  should  be  suppressed. 
The  thing  which  is  growing  in  England  and  Canada  to-day  is 
not  administrative  law  nor  yet  administrative  lawlessness, 
but  administrative  discretion.  If  it  is  once  freed  of  the 
sinister  significance  which  administrative  law  has  for  students 
of  Dicey  and  which  lawlessness  has  for  the  citizen,  it  should 
be  possible  to  give  calm  consideration  to  the  causes  for  its 
emergence  and  the  necessity  for  tolerating  or  further  extend¬ 
ing  it.  Being  convinced  that  political  and  economic  events 
will  force  parliamentary  constitutions  to  accommodate  them¬ 
selves  to  an  increasing  measure  of  administrative  discretion, 

I  think  it  is  at  least  as  important  to  know  the  meaning  of  this 


1  G.  H.  Hewart,  The  New  Despotism  (London:  Benn,  1929),  p.  6. 
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phenomenon  as  it  is  to  appreciate  its  extent.  I  shall  attempt, 
therefore,  to  consider  the  question  of  administrative  discre¬ 
tion  in  the  light  of  the  conditions  which  have  led  to  its 
adoption  as  a  device  of  government  and  the  purposes  for 
which  it  is  employed. 

The  literature  on  this  subject  has  been  exclusively  con¬ 
cerned  with  the  English  situation  and  a  brief  review  of  the 
factors  involved  there  can  be  used  to  throw  into  clear  relief 
the  general  nature  of  the  problem  as  it  affects  Canada.  The 
nineteenth  century  admirers  of  the  British  constitution 
counted  it  an  ideal  world  where  the  forces  of  government 
were  limited  in  their  activity  by  general  rules  of  conduct 
enacted  or  countenanced  by  a  representative  legislature  and 
forced  to  observe  those  limits  by  the  jealous  interference  of 
independent  courts  of  justice.  This  ideal  of  a  legalism  which 
embraced  the  officers  of  the  state  as  well  as  the  private  citizen 
wras  almost  realized  in  the  period  between  1688  and  1850.  It 
assumed  as  an  eternal  political  truth  that  the  appropriate 
sphere  of  government  was  limited  to  defence  and  police.  But 
when  the  state  was  driven  to  extensive  interference  in  econo¬ 
mic  matters,  now  rendered  more  complex  and  intractable  by 
applied  science,  a  re-allocation  of  function  was  found  to  be 
necessary.  Parliament  had  neither  the  time  nor  the  knowledge 
to  settle  the  details  of  the  mass  of  legislation  upon  technical 
subjects  and  wide  powers  of  subordinate  legislation  had  to  be 
given  to  the  executive.  Then  when  legislative  ambitions  passed 
beyond  the  establishment  of  specific  restrictions  upon  indi¬ 
viduals  pursuing  their  own  selfish  ends  and  sought  consciously 
to  create  new  social  standards  in  health,  housing,  education, 
etc.,  the  act  of  parliament  in  its  traditional  form  was  found 
to  be  too  rigid  an  instrument.  Achievement  in  an  unpredict¬ 
able  environment  is  conditioned  upon  freedom  of  action.  It 
is  easy  to  prohibit  in  general  terms  when  you  know  precisely 
what  you  want  to  discourage.  It  is  impossible  to  ensure  the 
building  of  something  new  for  the  first  time  by  commanding 
it  in  advance  in  general  terms.  The  desired  result  can  be 
visualized  but  the  means  of  reaching  it  must  be  determined 
by  the  obstacles  encountered  in  daily  administration.  The 
path  of  these  new  experiments  cut  across  vested  rights  and 
the  long-cherished  dogmas  of  the  common  law  and  the  re- 


192 


Canadian  Political  Science  Association 


sources  of  legal  obstruction  could  not  be  foreseen.  It  was 
therefore  natural,  even  if  somewhat  alarming,  that  power 
should  be  given  to  those  charged  with  administration  of  these 
acts  to  remove  difficulties  and  to  modify  the  act2,  or  other 
acts3,  as  far  as  might  appear  necessary  for  bringing  the  act 
into  operation.  This  was  the  only  means  of  acquiring  the 
necessary  flexibility  within  the  existing  constitution. 

It  was  not  parliament  alone  which  was  unsuited  for  the 
task  of  realizing  the  new  programme.  The  courts  of  common 
law,  which  had  always  been  scrutinizing  the  conduct  of 
officials,  stood  ready  to  call  them  to  account  under  these  new 
legislative  ventures.  Any  dispute  as  to  whether  a  particular 
invasion  of  rights  formerly  guaranteed  by  law  was  sanctioned 
by  the  statute  would  normally  be  determined  by  these  courts 
in  accordance  with  a  settled  procedure  and  fixed  rules  of  law 
and  interpretation  applied  in  the  light  of  the  judge’s  political 
theories.  For  the  purpose  of  discovering  the  truth  about 
homely  facts  which  depend  for  proof  upon  the  observation 
of  average  men  as  much  now  as  they  did  in  the  twelfth  cen¬ 
tury  and  for  the  purpose  of  vindicating  individual  rights 
regardless  of  cost,  these  courts  have  never  been  surpassed. 
But  the  special  technique  which  serves  these  purposes  so 
admirably  is  not  adapted  to  the  investigation  of  the  technical 
and  scientific  questions  which  modern  economy  presents. 
Further,  these  courts,  the  body  of  principles  which  they  apply 
and  the  profession  which  adorns  their  halls,  have  inherited 
certain  assumptions  from  the  age  of  individualism.  Ignoring 
economic  inequality,  their  procedure  for  the  settlement  of 
disputes  assumes  at  every  turn  that  all  men  are  equally  able 
to  defend  their  rights.  The  principle  of  equality  before  the 
law  takes  no  more  account  of  the  short  purse  of  one  than 
the  long  lineage  of  another.  The  common  law  is  a  catalogue 
of  the  rights  of  individuals  and  the  text  is  illuminated  with 
the  dogmas  of  freedom  of  contract  and  the  sanctity  of  pro- 


2  Committee  on  Ministers’  Powers,  Report  (London:  H.  M.  Station¬ 
ery  Office,  1932) ,  Cmd.,  4060,  Annex  II,  p.  123.  Most  of  the  powers  of 
this  particular  type  are  of  a  temporary  nature,  given  only  for  the  pur¬ 
pose  of  launching  the  scheme  contemplated  by  the  act. 

zIbid.,  p.  37. 
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perty.  Judges  and  lawyers  who  are  masters  of  their  craft 
have  spent  their  mature  years  in  a  world  of  private  rights. 
The  public  interest  can  only  be  heard  as  a  party  in  litigation 
where  it  is  sought  to  enforce  the  rigour  of  the  criminal  law. 
The  whole  emphasis  is  upon  private  right  rather  than  social 
need. 

The  disputes  which  arise  under  any  one  of  these  statutes, 
for  example  the  Unemployment  Insurance  Act  or  the  Old  Age 
Pensions  Act,  will  obviously  present  narrow  variations  from  a 
general  type  and  certain  positive  gains  will  result  from  estab¬ 
lishing  a  separate  tribunal  with  a  personnel  of  specialists  and  a 
procedure  designed  to  take  care  of  the  peculiar  angles  of  these 
cases.  Such  a  procedure,  being  of  a  summary  nature,  will 
also  tend  to  mitigate  the  evils  of  the  short  purse,  which,  of 
course,  is  the  underlying  object  of  this  kind  of  legislation. 
And  insofar  as  the  act  requires  the  establishment  of  new 
standards  (such  as  “reasonable  fitness  for  human  habitation” 
under  the  Housing  Act),  there  is  more  hope  that  they  will 
be  hammered  out  by  specialists  in  close  sympathy  with  its 
purpose  and  in  direct  touch  with  actual  conditions  than  by 
courts  of  law  whose  standards  are  fixed  and  whose  love  of 
certainty  makes  them  very  impatient  of  groping  in  the  dark. 
Or  in  other  words,  the  business  of  creating  national  minima 
in  housing,  health  and  education  is  an  infant  industry  which 
requires  special  protection. 

These  considerations  explain  the  marked  tendency  to 
convey  the  power  of  judging  disputes  which  arise  out  of 
social  legislation  to  government  departments  or  nominees  of 
the  executive.  The  common  law  courts  are  deprived  of  their 
control  over  the  official,  partly  because  of  a  lack  of  sympathy 
with  social  aims  but  mainly  because  they  are  not  suitable 
instruments  for  the  furtherance  of  a  policy.  For  it  has  been 
their  chief  glory  to  have  no  policy  other  than  to  hold  the 
scales  of  justice  evenly  between  interests  which,  in  theory  at 
any  rate,  were  capable  of  precise  definition.  Where,  under 
the  impact  of  great  social  change,  particular  interests  begin  to 
lose  their  validity  and  sharpness  of  delineation,  judgment,  in 
the  true  sense,  must  be  suspended  to  some  extent  until  policy 
or  some  other  force  has  restored  equilibrium  and  definition 
is  once  more  possible. 
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Socialistic  legislation  then  is  the  mainspring  of  adminis¬ 
trative  discretion  in  England.  A  state  which  does  every¬ 
thing  must  employ  different  devices  than  a  state  which  does 
nothing.  It  may  be  that  the  ultimate  logic  of  paternalism 
involves  despotic  power.  But  as  long  as  we  wish  to  combine 
the  benefits  of  positive  state  action  with  those  of  parlia¬ 
mentary  democracy,  it  must  be  done  through  discretions 
which,  though  they  may  be  circumscribed  in  extent,  are 
necessarily  uncontrolled  within  those  limits.  However,  there 
is  another  source  of  administrative  discretion  which,  under 
existing  circumstances,  cannot  be  ignored.  A  state,  whose 
concern  was  limited  to  the  preservation  of  order  and  stability 
within  its  boundaries  would  be  driven  to-day  to  positive 
measures  undreamed  of  fifty  years  ago.  Applied  science  in 
industry,  the  rapidity  of  transport  and  communication  and 
the  art  of  combining  economic  groups  into  powerful  units 
have  multiplied  the  number  and  frequency  of  the  emergencies 
which  threaten  our  complex  society  quite  as  severely  as  did 
the  threat  of  foreign  invasion  in  previous  centuries.  The 
intervention  which  these  circumstances  demand  cannot  be 
supplied  by  nineteenth  century  institutions.  A  parliament 
of  experts  sitting  continuously  could  not  deal  with  them 
effectively.  For  they  require  action  and  it  is  no  recommenda¬ 
tion  of  action  which  comes  too  late  to  say  that  it  was  in¬ 
formed  by  thorough  and  exhaustive  discussion.  If  the  devas¬ 
tating  current  of  world  events  cannot  be  navigated  by  the 
man  at  the  helm,  it  certainly  cannot  be  done  by  a  debating 
society  among  the  crew.  Legislatures  everywhere  have 
recognized  this  by  conferring  wide  powers  on  the  executive, 
whenever  a  crisis  arises. 

This  analysis  should  indicate  that  what  we  can  expect 
to  find  in  the  way  of  administrative  discretion  in  Canada. 
Industrialism  has  not  advanced  sufficiently  far  to  give  us  its 
more  urgent  problems  or  the  socialistic  convictions  which 
seem  to  be  their  inevitable  fruit.  Such  social  legislation  as 
we  have  is  largely  the  result  of  provincial  initiative  because 
property  and  civil  rights  or  matters  of  a  local  or  private 
nature  are  almost  always  involved.  Workmen’s  Compensation 
Boards,  which,  among  other  things,  absorb  the  former  juris¬ 
diction  of  the  courts  over  industrial  accidents  are  an  exam- 
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pie.4  Public  Health  Acts  give  wide  powers  over  person  and 
property  in  furtherance  of  a  policy  of  promoting  public 
health.5  The  provinces  which  have  adopted  old  age  pensions 
schemes  have  conferred  all  power  of  adjudication  on  disputes 
to  administrative  authorities.6  Recent  legislation  in  the 
western  provinces,  arising  out  of  the  depression,  has  made 
the  creditors’  right  of  access  to  the  courts  largely  dependent 
upon  administrative  discretion — an  attempt  to  use  a  flexible 
instrument  for  the  purpose  of  avoiding  the  literal  enforce¬ 
ment  of  all  money  contracts  by  the  courts  on  the  one  hand 
and  general  legislative  scaling-down  of  debts  on  the  other.7 
There  are,  of  course,  others  but  we  are  not  yet  convinced  of 
the  necessity  of  reconstructing  our  society  and  the  provinces 
have  not  made  the  wide  use  of  the  device  which  England  has. 
The  situation  varies  too  much  from  province  to  province  to 
to  allow  of  generalization  and  a  detailed  study  is  impossible 
in  limited  time.  The  Dominion,  within  its  limited  authority, 
has  given  legislative  recognition  of  the  necessity  of  state  con¬ 
trol  over  commerce  and  industry.  But  mere  control,  while  it 
involves  discretions,  does  not  require  them  to  be  so  wide. 
The  Dominion  is  not — nor  would  the  British  North  America 
Act  allow  it  to  be — a  social  service  state  and  we  have  thus 
far  escaped  the  wide  discretions  which  inevitably  accompany 
bread  and  circuses.  However,  the  present  emergency  has  led 
parliament  to  delegate  powers  to  the  executive  with  a  gener¬ 
osity  not  exceeded  by  any  other  legislative  body  which 
rejoices  in  the  British  tradition.  The  granting  of  these 
powers  has  aroused  public  interest,  not  only  in  the  specific 
instances  but  in  the  whole  question  of  administrative  discre¬ 
tion.  Something  should  therefore  be  said  generally  to  indicate 
the  extent  of  the  practice  in  addition  to  considering  some  of 
these  powers  in  particular. 


4  Workmen’s  Compensation  Act,  Revised  Statutes  of  Ontario,  1927, 
chap.  179,  sec.  67. 

5  E.g.  Public  Health  Act,  ibid.,  chap.  262. 

8  E.g.  Old  Age  Pensions  Act,  Statutes  of  Ontario,  22  Geo.  V,  chap. 
46,  sec.  3. 

7  E.g.  Debt  Adjustment  Act,  Statutes  of  Saskatchewan,  23  Geo.  V, 
chap.  82,  secs.  1-22. 
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In  fully  one-half  of  some  two  hundred  and  twenty-five 
public  acts  of  parliament  now  in  force,  parliament  has  dele¬ 
gated  power  to  the  executive  to  legislate  by  order  in  council 
or  departmental  regulation.  In  most  cases,  these  are  merely 
powers  to  fill  in  technical  details  in  statutes  where  the  prin¬ 
ciples  and  main  structure  are  already  established.  Even 
Dicey8  and  Lord  Hewart9  recognize  the  necessity  for  this  and 
it  is  no  new  development.  With  respect  to  this  class  of  case, 
the  constitutional  purist  can  make  three  general  criticisms. 
Firstly,  there  is  the  tendency  to  state  the  power  in  such 
general  terms  as  to  cause  great  uncertainty  about  its  exact 
extent.  Some  fifty  statutes  authorize  the  Governor  in  Council 
or  the  minister  to  make  such  orders  or  regulations  “as  may 
be  deemed  necessary  for  giving  full  effect  to  the  provisions 
of  this  Act.”10  There  are  many  slight  variations  from  this 
form  but  all  are  of  similar  meaning.11  Some  go  even  further. 
At  least  five  statutes  give  the  executive  power  to  vary  the 
provisions  or  extend  the  scope  of  the  act  in  some  important 
respect.12  Five  other  enactments  purport  to  give  the  Governor 
in  Council  authority  to  declare  the  true  intent  and  meaning 
of  the  act  in  case  of  doubt.13  This  was  obviously  intended  to 
confer  a  very  wide  power  but  on  strict  statutory  construction 


A.  V.  Dicey,  Introduction  to  the  Study  of  th-e  Law  of  the  Constitu¬ 
tion  (8th  ed.,  London:  Macmillan,  1927),  p.  50. 

9  Hewart,  op.  cit.,  pp.  76,  85. 

10  E.g.  Halibut  Fisheries  Act,  Revised  Statutes  of  Canada,  1927,  chap. 
75,  sec.  5;  Fertilizers  Act,  ibid.,  chap.  69,  sec.  10'  (i)  ;  Fish  Inspection 
Act,  ibid.,  chap.  72,  sec.  4(f). 

uE.g.  Combines  Investigation  Act,  ibid.,  chap.  26,  sec.  40;  Animals 
Contagious  Diseases  Act,  ibid.,  chap.  6,  sec.  3(1);  Copyright  Act,  ibid., 
chap.  32,  sec.  44;  Inspection  and  Sale  Act,  ibid.,  chap.  100,  sec.  4(h); 
Industrial  Disputes  Investigation  Act,  ibid.,  chap.  112,  sec.  71. 

12  E.g.  Fisheries  Act,  ibid.,  chap.  73,  sec.  46(2);  Seed  Grain  Act, 
ibid.,  chap.  87,  sec  3;  Irrigation  Act,  ibid.,  chap.  104,  sec.  61(1);  Do¬ 
minion  Lands  Act,  ibid.,  chap.  113,  sec.  74(k)  ;  Excise  Act,  ibid.,  chap. 
60,  sec.  264. 

13  Electricity  Inspection  Act,  ibid.,  chap.  55,  sec.  4(d);  Excise  Act, 
ibid.,  chap.  60',  sec.  264;  Gas  Inspection  Act,  ibid.,  chap.  82,  sec.  3(c); 
Patent  Medicine  Act,  ibid.,  chap.  151,  sec.  21;  Water  Meters  Inspection 
Act,  ibid.,  chap.  209,  sec.  3. 
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it  probably  frustrates  itself.1*.  It  can,  I  think,  be  fairly  said 
that,  in  most  of  these  statutes,  a  careful  enumeration  of 
specific  powers  would  have  met  the  situation  quite  adequately 
and  it  is  unwise  to  introduce  any  needless  uncertainty  into 
the  relations  of  public  authorities  and  private  citizens. 

Secondly,  the  provisions  for  parliamentary  scrutiny  are 
inadequate.  In  England,  it  is  recognized  that  this  subordinate 
legislation  should  be  placed  before  parliament  as  soon  as 
possible  after  it  is  made  when,  in  most  cases,  its  continued 
validity  becomes  conditional  upon  either  approval  by  resolu¬ 
tion  of  both  Houses  or  failure  to  condemn  by  resolution  within 
a  limited  time.15  But  this  precaution  has  been  largely 
neglected  in  the  Dominion  statutes.  Only  twenty-five  out  of 
a  hundred  odd  which  give  legislative  powers  require  that  the 
rules  and  regulations  made  thereunder  shall  be  laid  before 
parliament.  In  four  only  is  permanent  validity  made  con¬ 
ditional  upon  express  approval  of  parliament.  In  the  other 
cases  it  would  apparently  be  necessary  for  parliament  tc 
pass  an  act  in  order  to  invalidate  the  regulation  of  a  minister. 
It  is  quite  clear  that  parliamentary  supervision  of  subordi¬ 
nate  legislation  cannot  exist  under  these  circumstances. 
Whether  it  would,  in  fact,  be  realized  if  proper  machinery 
for  supervision  were  available  is  a  question  which  those  who 
are  alive  to  the  tyranny  of  party  majorities  would  hesitate 
to  answer  in  the  affirmative. 

Thirdly,  no  satisfactory  provision  is  made  for  publica¬ 
tion  of  subordinate  legislation.  These  rules  and  orders  when 
made  become  a  part  of  the  general  law  and  may  affect  private 
interests  quite  as  deeply  as  the  statute  itself.  The  rule- 
making  authority  is  not  obliged  to  give  notice  in  advance  of 
its  intention  to  legislate  in  particular  terms  nor  is  it  required 
to  publish  the  rules  in  any  form  readily  accessible  to  the 


14  Power  to  declare  the  meaning  is  conditional  upon  the  existence  of 
a  doubt  in  the  objective  sense — a  question  which  would  fall  to  be  deter¬ 
mined  in  a  court  of  law.  And  while  the  court  might  admit  a  doubt 
as  to  the  intention  of  the  legislature,  it  could  scarcely  admit,  having 
regard  to  the  rules  for  interpretation  of  statutes,  that  there  was  any 
doubt  as  to  the  meaning  of  the  act. 

15  See  Committee  on  Ministers’  Powers,  op.  cit.,  pp.  41ff.,  for  a 
detailed  account  of  the  safeguards. 
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public  even  after  they  are  made.  About  fifty  of  the  statutes 
provide  for  publication  in  the  Canada  Gazette  but  it  would 
be  stretching  language  to  say  that  they  thereby  became  read¬ 
ily  accessible.  The  English  system  of  publishing  each  year 
a  volume  of  Statutory  Rules  and  Orders  containing  almost 
all  subordinate  legislation  made  during  the  year16  is  the  only 
adequate  form  of  publication  and  is  to  be  recommended  to 
any  state  which  presumes  that  its  citizens  know  the  law. 

Many  statutes  of  Canada  give  to  the  executive  powers  of 
a  type  which  resemble  those  normally  exercised  by  courts  of 
law.  The  function  of  these  courts  is  to  decide  disputes  be¬ 
tween  parties  in  accordance  with  pre-existing  law.  A  finding 
of  fact  alone  may  make  the  right  manifest  or  it  may  be 
necessary  to  exercise  judgment  in  determining  how  the  law 
applies  to  the  particular  dispute.  Statutes  frequently  give  an 
official  power  to  take  action  when  certain  facts  have  been 
proved  to  his  satisfaction.17  But  these  powers  do  not  look 
to  a  determination  of  pre-existing  right;  they  are  rather  part 
of  the  machinery  for  creating  new  rights  and  duties  under 
the  statute.  The  enactments  which  give  extensive  powers  to 
the  executive  or  their  nominees  to  declare  rights  in  more  or 
less  strict  accordance  with  previously  established  principles 
are  few  and  most  of  them  can  be  justified. 

Importers  of  goods  cannot  escape  with  their  grievances 
from  customs  officials  to  the  courts.18  It  would  be  very  diffi¬ 
cult  to  disentangle  this  type  of  dispute  from  effective  admin¬ 
istration.  The  same  thing,  I  think,  can  be  said  of  the  disputes 
which  come  before  the  Board  of  Grain  Commissioners  under 
the  Canada  Grain  Act.19  It  is  of  the  utmost  importance  in 
these  cases  that  adjudication  should  keep  pace  with  adminis- 


16  hoc.  cit.,  p.  47. 

17  E.g.  Meat  and  Canned  Goods  Act,  Revised  Statutes  of  Canada, 
1927,  chap.  77,  sec  18(3)  ;  Navigable  Waters  Act,  ibid.,  chap.  140,  sec.  23. 
Powers  of  this  type  may  be  either  legislative  or  executive;  they  are  not 
judicial. 

18  Customs  Act,  ibid.,  chap.  42,  secs.  38-54. 

19  Canada  Grain  Act,  Statutes  of  Canada,  20-21  Geo.  V,  chap.  5,  secs. 
9,  11.  In  any  event,  an  appeal  to  a  court  of  law  has  been  preserved  in 
this  case;  see  sec.  13. 
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tration.  When  minute  statutory  regulation  of  railways  was 
first  introduced  in  England  the  courts  were  charged  with 
settling  the  controversies  which  arose.  It  was  soon  found 
that  it  required  experts  to  discover  and  interpret  the  facts 
and  that  the  common  law  standards  of  resonableness  gave 
no  clue  to  the  meaning  of  the  voice  of  parliament  when  it 
spoke  of  “reasonable  and  proper  facilities,”  “undue  or  un¬ 
reasonable  preferences,”  etc.20  An  administrative  tribunal 
with  power  to  create  its  own  standards  as  well  as  to  apply 
them  to  particular  facts  was  the  result.21  The  railway  pro¬ 
blem  in  Canada  ultimately  called  for  the  same  treatment  and 
the  Board  of  Railway  Commissioners  displaced  the  courts 
except  for  a  right  of  appeal  on  pure  matters  of  law.22  The 
right  to  a  pension  for  war  disability  is  finally  determined  by 
an  administrative  body.23  Here  again  the  facts  are  for  an 
expert  and  new  standards  for  measuring  such  things  as 
extent  of  disability”24  are  involved.  The  considerations 
which,  under  the  Pension  Act,  affect  the  relative  merits  of 
judicial  and  administrative  process  resemble  very  closely 
those  which  have  given  rise  to  administrative  tribunals  in 
England  in  the  last  twenty  years.  And,  of  course,  under  the 
Immigration  Act25  questions  of  the  right  of  immigrants  to 
enter  Canada  and,  having  entered,  to  remain,  are  determined 
by  an  administrative  body. 

W1  ith  the  exception  of  powers  under  the  Immigration 
Act,  the  cases  of  administrative  discretion  which  are  causing 
most  interest  in  Canada  to-day  are  those  which  arise  out  of 
the  present  economic  and  financial  crisis.  The  increasingly 
chaotic  conditions  of  international  trade  have  provoked  a 
steady  growth  of  ministerial  discretion  in  tariff-fixing  in  the 


20  See  the  Railway  Act,  Revised  Statutes  of  Canada,  1927,  chap.  170, 
sec.  316,  for  corresponding  provisions. 

21  W.  A.  Robson,  Justice  and  Administrative  Law  (Toronto:  Cars¬ 
well  Co.,  1928),  pp.  92-101. 

22  Railway  Act,  Revised  Statutes  of  Canada,  1927,  chap.  170,  secs  9- 
16,  32-52. 

23  Pension  Act,  ibid.,  chap.  157  with  amendments  of  1928  and  1930. 

24  Ibid.,  chap.  157,  sec.  24(2). 

25  Ibid.,  chap.  93,  secs.  13-23,  40-43. 
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last  ten  years  until  to-day,  by  virtue  of  powers  to  fix  fair 
market  value  of  goods  and  exchange  rate  of  depreciated  cur¬ 
rencies20  and  thus  to  impose  dumping  duties27,  tariffs  are  for 
practical  purposes  beyond  parliamentary  control.  These 
tariff-making  powers  have  been  attacked  by  both  parties  while 
in  opposition28  but  nevertheless  they  continue  to  be  extended. 
It  is  impossible  to  emphasize  too  strongly  the  opportunity 
thereby  offered  for  irresponsible  and  unfair  tariff-making. 
It  must  be  much  easier  for  special  interests  to  work  behind 
the  screen  which  separates  the  executive  from  parliament. 
Decisions  reached  behind  closed  doors  are  much  less  likely  to 
be  made  in  the  light  of  an  adequate  exposition  of  both  sides 
of  the  case.  Even  when  exercised  upon  the  best  of  informa¬ 
tion  and  intentions,  they  can  work  a  severe  hardship  upon 
particular  importers  because  of  the  secrecy  and  rapidity  of 
their  action.  But  the  selection  of  political  devices  is  always 
a  choice  between  two  or  more  evils  and  tariffs  by  order  in 
council  lay  some  claim  to  being  the  less  or  least.  If  the 
urgency  of  the  conditions,  which  drove  convinced  free  traders 
to  a  policy  of  restricting  imports,  be  once  admitted,  then  the 
delegation  of  this  power  is  obviously  warranted.  For  the 
increased  tempo  of  economic  life,  the  crumbling  of  the  gold 
standard  and  the  alarming  sensitiveness  of  the  national 
economy  to  the  unexpected,  made  parliament  an  unsatisfac¬ 
tory  instrument  for  effecting  such  policy.  The  unpredictable 
is  revealing  itself  all  the  time  without  reference  to  sessions  of 
parliament.  And  where  the  beneficial  nature  of  action 
depends  to  a  great  extent  upon  its  rapidity,  the  delays  inci¬ 
dent  to  debate  reduce  effectiveness. 

It  may  be  urged  that  our  present  condition  is  an 
emergency  which  will  pass  with  the  restoration  of  normal 
trade.  Two  things  can  be  said  of  this  argument.  In  the  first 
place,  the  policy  of  fitting  national  production  to  consumption 


20  Customs  Act,  ibid.,  chap.  42,  secs.  35-43,  as  amended  in  1930  (spe¬ 
cial  session)  by  21  Geo.  V,  chap.  2. 

27  Statutes  of  Canada,  21-22  Geo.  V,  chap.  30,  sec.  6. 

28  House  of  Commons  Debates  (Canada),  1922,  Vol.  IV,  p.  3414,  Rt. 
Hon.  Arthur  Meighen.  Ibid.,  1930'  (special  session),  pp.  214,  217,  219, 
Rt.  Hon.  Mackenzie  King. 
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which  appears  to  have  made  a  conquest  of  the  stronghold  of 
“rugged  individualism”  is  bound  to  be  a  feature  of  national, 
as  distinct  from  international,  action  to  promote  recovery.  It 
involves  more  or  less  complete  control  by  the  state  over 
foreign  trade  and  that  control  must  be  exercised  by  experts 
and  not  by  representative  legislatures.  Secondly,  we  may 
suspect  that  our  present  troubles  arose  out  of  a  fundamental 
dislocation  which  will  not  respond  speedily  to  adjustment  and 
that  the  conditions  which  bred  this  emergency  will  breed 
others  of  like  nature  demanding  similar  treatment. 

Of  such  a  nature  is  the  emergency  for  which  the  Relief 
Acts'9  have  sought  to  provide.  These  Acts  have  given  the 
executive  power  to  charge  the  consolidated  fund  without  the 
previous  parliamentary  sanction  of  an  appropriation  to 
specific  and  detailed  estimates.  The  opposition  recognized 
in  the  course  of  debate  that  it  was  impossible  to  furnish 
detailed  estimates  where  the  magnitude  of  the  problem  was 
unknown  and  that  a  wide  discretion  must  be  given.  But  they 
criticized  severely  the  Acts  of  1931  and  1932  which  placed 
no  limit  upon  the  amount  which  might  be  charged  in  this 
way.  There  seems  to  be  no  reason  why  the  government  could 
not  have  made  a  concession  to  the  pretence  of  parliamentary 
control  of  estimates  by  fixing  an  upper  limit  which  the  oppo¬ 
sition  must  have  accepted  unless  it  be  that  the  well-known 
provincial  and  parochial  thirst  for  public  money  would  have 
tended  to  treat  the  amount  fixed  upon  as  a  minimum  rather 
than  a  maximum  and  to  plan  relief  work  accordingly.  It  is 
largely  a  pretence  because  estimates,  under  the  party  system, 
are  not  in  reality  controlled  by  parliament  as  distinct  from 
the  administration.  Parliament  is  merely  allowed  to  satisfy 
itself  that  the  money  was  actually  expended  upon  items 
selected  beforehand — a  most  important  safeguard  but  one 
which  was  admittedly  impracticable  under  the  circumstances. 
It  is  one  thing  to  carry  on  a  definite  and  limited  routine  of 
government  activity  and  it  is  an  entirely  different  thing  to 
be  all  things  to  all  men  in  all  circumstances.  The  constitu¬ 
tional  formulae  which  serve  satisfactorily  in  the  first  case 


29  Statutes  of  Canada,  21  Geo.  V,  chap.  1;  ibid.,  21-22  Geo.  V,  chap. 
58;  ibid.,  22-23  Geo.  V,  chap.  36. 
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will  be  constantly  breaking  down  or  paralyzing  activity  in 
the  second. 

The  “high-water  mark”  of  delegation  by  the  Canadian 
parliament  was  found  in  the  Relief  Act  of  1931  which  dele¬ 
gated  to  the  Governor  in  Council  power  “to  make  all  such 
orders  and  regulations  as  may  be  deemed  necessary  for  .  .  .  . 
maintaining  peace,  order  and  good  government  throughout 
Canada.”30  This  provision  was  omitted  from  the  Relief  Act 
of  1932  but  apparently  has  been  revived  in  the  proposed  bill 
for  1933.  It  is  difficult  to  imagine  a  wider  gift  of  subordinate 
powers  and,  subject  to  the  condition  that  the  power,  to  be 
validly  exercised,  must  be  exercised  in  good  faith,31  it  is 
arguable  that  it  bestowed  the  complete  legislative  authority  of 
parliament  on  the  Governor  in  Council.  Its  only  precedents 
are  the  War  Measures  Act  of  191432  and  the  Defence  of  the 
Realm  Act  in  Great  Britain.33  It  is  true  that  Great  Britain 
has  had  since  1920  an  Emergency  Powers  Act34  which  gives 
the  executive  power  to  proclaim  an  emergency  in  the  event 
of  internal  disturbance.  But  it  also  enacts  that  the  proclama¬ 
tion  must  provide  for  the  meeting  of  parliament  within  five 
days.  It  gives  power  to  make  regulations  for  certain  limited 
purposes  which  cannot  be  valid  beyond  a  very  brief  period 
unless  extended  by  a  resolution  of  both  Houses.  No  such 
limitations  were  found  in  the  Act  of  1931  which  gave  unre¬ 
stricted  power  to  the  executive  until  the  date  upon  which  the 
Act  automatically  expired.  The  regulations  and  orders  made 
under  it  indicate  its  width.  Its  authority  was  invoked  when 
the  government  guaranteed  the  loans  of  the  banks  to  the 
wheat  pools  and  prohibited  the  export  of  gold.35  Under  it 
the  personnel  of  The  Royal  Canadian  Mounted  Police  was 
increased  and  the  provisions  of  the  Insurance  Act  respecting 


30  Op.  cit.,  21-22  Geo.  V,  chap.  58  sec.  4. 

31  Price  Brothers  v.  The  Board  of  Commerce  of  Canada i,  [1920]  60 
Canada  Supreme  Court  Reports  456,  pp.  472,  476-82. 

32  Statutes  of  Canada,  4-5  Geo.  V,  (second  session),  chap.  2. 

33  Public  General  Acts  of  the  United  Kingdom,  5-6  Geo.  V,  chap.  8. 

34  Ibid.,  10-11,  Geo.  V,  chap.  55. 

35  The  Canada  Gazette,  October  24th,  1931  (Vol.  lxv,  No.  17),  p.  1042. 
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valuation  of  securities  was  amended.36  The  necessity  for 
these  measures  cannot  be  denied  and  it  is  clear  that  wide 
discretionary  powers  are  necessary  to  cope  with  this  or  any 
other  crisis.  But  at  the  same  time  the  sweeping  terms  of 
this  particular  Act  merit  the  strongest  objection.  A  govern¬ 
ment  should  always  have  power  to  wrestle  with  those  imper¬ 
sonal  economic  forces  which  are  a  feature  of  the  post-war 
world.  But  it  should  never  be  given  the  opportunity  of 
making  its  interpretation  of  peace,  order  and  good  govern¬ 
ment  the  measure  of  individual  rights.  In  Great  Britain, 
where  the  Emergency  Powers  Act  was  designed  to  meet  the 
catastrophe  of  a  general  strike,  it  was  expressly  provided 
therein  that  the  emergency  powers  exercised  by  the  executive 
should  not  abridge  the  right  to  strike  or  to  persuade  others  to 
strike.  A  charter  of  personal  rights  should  be  written  into 
every  act  conferring  emergency  powers. 

It  is  alarming  that  parliament  should  get  the  habit  of 
abdicating  where  limited  powers  only  should  be  conceded  and 
it  might  forestall  such  wholesale  delegation  if  the  terms  of 
a  permanent  Emergency  Powers  Act  could  be  agreed  upon. 
It  might  give  the  Governor  in  Council  authority  to  declare  an 
emergency  and  to  make  orders  and  regulations  respecting  a 
wide  variety  of  matters.  It  should  contain  an  enumeration 
of  personal  rights  which  are  to  be  inviolate  or,  at  any  rate, 
can  only  be  abridged  by  declaring  a  state  of  siege,  which 
declaration  shall  have  the  effect  of  summoning  parliament 
immediately  to  consider  the  approval  or  rejection  of  the  re¬ 
strictions.  It  may  be  argued  that  this  safeguard  is  purely 
illusory  because  a  party  majority  would  enable  the  executive 
to  procure  any  legislation  it  asked  for  when  parliament  met. 
That,  of  course,  is  quite  true  but  the  whole  purpose  of  such 
provisions  would  be  to  ensure  that  any  legislation  in  which 
social  passions  are  likely  to  be  engaged  would  depend  upon 
deliberation  and  discussion  rather  than  upon  hasty  and  ill- 
considered  executive  decision  induced  by  panic.  Surely  nine¬ 
teenth  century  liberalism  still  carries  sufficient  conviction  to 
warrant  an  attempt  to  preserve  the  important  part  of  its 
philosophy.  The  economic  doctrine  of  laissez  faire  was  never 
its  main  tenet  but  only  a  corollary. 


36  Ibid.,  January  9th,  1932  (Vol.  lxv,  No.  28),  p.  1809. 
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Anyone  for  whom  that  philosophy  retains  validity  will 
draw  a  clear  distinction  with  respect  to  administrative  powers 
under  the  Immigration  Act.  Under  the  Act  and  the  regula¬ 
tions  the  right  of  entry  of  the  alien  is  subject  to  his  satisfying 
certain  conditions.37.  Normally,  the  right  of  a  particular 
person  to  enter  would  have  been  decided  by  a  court  of  law 
upon  application  to  it  by  an  interested  party.  But  parliament 
provided  that  it  should  be  decided  by  a  board  of  inquiry 
appointed  by  the  Minister  of  Immigration  to  whom  an  ulti¬ 
mate  appeal  should  lie.38  The  Act  also  provided  that  the 
immigrant’s  right  of  continued  residence  should  be  condi¬ 
tional  upon  good  behaviour  and  that  he  should  be  subject  to 
deportation  as  an  undesirable  in  certain  events.39  Again  the 
jurisdiction  of  the  courts  was  conferred  upon  the  board  of 
inquiry  and  the  Minister.40 

In  respect  of  the  exclusion  of  aliens  seeking  to  enter 
Canada,  a  number  of  reasons  point  cogently  to  an  adminis¬ 
trative  rather  than  a  judicial  process.  The  desirability  of 
an  immigrant — excepting  always  questions  of  physical  health 
— must,  in  view  of  the  foreign  locale  of  his  previous  activities, 
depend  upon  opinion  rather  than  strict  proof.  The  immigra¬ 
tion  official  must  often  be  reduced  to  deciding  by  the  flicker 
of  an  eye  or  the  shifting  of  feet.  A  court  of  law,  confronted 
with  the  necessity  of  making  a  decision  upon  such  evidence, 
would  evade  an  uneasy  conscience  by  sitting  for  weeks  in  a 
vain  attempt  to  get  at  the  truth.  Such  deliberation  would 
make  satisfactory  administration  of  the  exclusion  law  impos¬ 
sible — where  large  numbers  of  immigrants  are  seeking 
admission  at  a  single  port  it  is  imperative  that  they  should 
be  admitted  or  rejected  without  delay.  And  although  one 
cannot  gloss  over  the  vices  of  summary  investigation,  they 
are  greatly  minimized  in  the  present  case  by  the  fact  that 
no  very  substantial  rights  of  the  immigrant  are  infringed  by 
his  improper  rejection. 


87  Revised  Statutes  of  Canada,  1927,  chap.  93,  sec.  3. 

38  Ibid.,  secs.  13-24. 

™  Ibid.,  sec.  49;  Statutes  of  Canada,  18-19  Geo.  V,  chap.  29,  sec.  1. 
40  Revised  Statutes  of  Canada,  1927,  chap.  93,  sec.  42. 
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But  the  case  of  deportation  of  aliens  already  admitted  is 
entirely  different.  The  grounds  for  deportation,  as  set  out 
in  the  Immigration  Act,  consist  mainly  of  undesirable  conduct 
after  entry;41  whether  a  particular  immigrant  has  become 
an  undesirable  within  the  meaning  of  the  Act  is  a  question 
of  fact  or  inference  from  fact  which  is  capable  of  proof. 
Furthermore,  these  questions  are  of  a  type  which  the  tech¬ 
nique  of  courts  of  law  is  admirably  fitted  to  investigate  and 
there  is  no  urgent  necessity  for  speedy  decision  which  pro¬ 
hibits  this  deliberate  and  painstaking  search  for  the  truth. 
Then  there  is  this  paramount  consideration  that  the  alien  has 
now  substantial  rights  for  the  protection  of  which  he  is  surely 
entitled  to  the  guarantee  of  British  justice.  He  has  ceased  in 
many  cases  to  be  a  part  of  the  society  of  his  place  of  origin 
and  has  become  a  part  of  ours.  He  may  have  acquired  a 
Canadian  home,  business,  or  mother-in-law,  and  to  deport  him 
is  to  revive  a  form  of  punishment  from  the  severity  of  which 
our  criminal  law  has  long  since  recoiled.  One  can  affirm  the 
position  that  any  alien  who  infringes  the  act  should  be  de¬ 
ported  without  qualifying,  in  any  way,  one’s  insistence  that 
it  should  only  be  done  under  the  judicial  safeguards  which 
surround  a  criminal  trial.  This  is  the  opinion  of  an  impartial 
investigator  of  the  administrative  control  of  aliens  in  the 
United  States42  where  the  process,  in  its  broad  features,  is 
identical  with  our  own.  Nor  does  this  insistence  involve  any 
implied  reflection  upon  the  fairness  of  spirit  in  which  the  act 
is  administered.  I  am  not  in  possession  of  any  facts  which 
indicate  the  contrary.  But  it  cannot  be  denied  that  the  flexi¬ 
bility  and  secrecy  of  administrative  process  militate  against 
fairness  of  trial  by  leaving  loopholes  for  the  elements  of  sur¬ 
prise  and  inadvertence  and,  in  particular,  the  practice  of 
removing  aliens  from  the  place  of  arrest  to  the  port  of 
embarkation  for  the  purpose  of  holding  an  inquiry  puts 
invincible  obstacles  in  the  way  of  complete  investigation  and 
proof  of  the  facts.  One’s  conclusion,  based  upon  the  form  of 


41  Supra,  p.  204,  footnote  39. 

42  W.  C.  Van  Vleck,  Administrative  Control  of  Aliens  (London: 
Allen  and  Unwin,  1932),  to  whom  the  writer  is  indebted  for  his  ideas 
upon  this  subject.  See  especially  pp.  219-228. 
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the  process,  are  confirmed  by  the  words  of  the  present  Chief 
Justice  of  Canada  who  said  in  a  recent  immigration  appeal: 

I  admit  I  am  horrified  at  the  thought  that  the  personal  liberty  of 
a  British  subject  should  be  exposed  to  the  hugger-mugger  which,  under 
the  name  of  legal  proceedings,  is  exemplified  by  some  of  the  records 
which  have  incidentally  been  brought  to  our  attention.43 

This  comparison  of  the  powers  under  the  Immigration 
Act  indicates  what  I  think  to  be  the  rational  attitude  towards 
administrative  discretion.  It  is  simply  a  device  of  govern¬ 
ment  which,  like  all  others,  may  be  abused.  Whether  it 
should  be  encouraged  or  resisted  depends,  not  upon  whether 
it  accommodates  itself  to  the  abstractions  which  satisfied  the 
temper  and  environment  of  an  era  of  political  development 
now  belonging  to  the  past,  but  upon  the  nature  of  the  result 
aimed  at,  the  efficacy  of  tried,  traditional  methods  to  achieve 
it  and  the  character  of  the  interests  which  may  be  imperilled 
by  its  adoption  in  the  particular  case.  Only  upon  a  balance 
of  these  considerations  can  a  useful  judgment  be  rendered. 

If  I  may  be  permitted  to  anticipate  the  criticism  which 
may  be  quite  justly  directed  at  this  paper,  I  should  like  to 
say  that  its  greatest  defect  is  that  it  deals  entirely  with  forms 
and  neglects  substance.  If  one  wishes  to  estimate  the  dangers 
of  administrative  discretion  in  government,  one’s  first  task 
must  be  to  consider  very  closely  the  character  and  spirit  of 
the  governors  and  the  governed.  One  can  safely  predict  of 
many  countries  that  discretion  will  degenerate  into  license. 
He  would  be  rash  who  would  prophesy  that  result  in  England. 
Whether  he  who  predicted  it  in  Canada  would  be  equally 
rash  is  a  difficult  question.  The  committee  which  investi¬ 
gated  ministers’  powers  in  England  exonerated  the  civil 
service  of  despotic  ambitions.44  I  do  not  know  whether  the 
revival  of  the  Tudor  preamble  in  some  of  our  recent  Canadian 
legislation45  indicates  a  desire  on  the  part  of  the  executive  to 
emulate  the  arbitrary  methods  of  those  rulers.  That  can 


43  Samejima  v.  The  King,  [1932]  Can.  S.C.R.  640,  p.  642,  Duff  J. 

44  Committee  on  Ministers’  Powers,  op.  tit.,  p.  7. 

See  the  Relief  Acts  ( ubi  supra ) ;  Canadian  and  British  Insurance 
Companies  Act,  Statutes  of  Canada,  22-23  Geo.  V,  chap.  46;  Foreign 
Insurance  Companies  Act,  ibid.,  chap.  47. 
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only  be  answered  by  someone  who  has  been  in  close  and  inti¬ 
mate  touch  with  the  daily  work  of  government  over  a  con¬ 
siderable  period  of  time.  But  I  do  not  think  we  need  to  fear 
the  overweening  ambition  of  the  Ottawa  official  nearly  as 
much  as  our  own  general  indifference.  The  fact  that  there 
was  no  protest  outside  parliament  against  the  wide  terms  of 
the  Relief  Act  of  1931  is  rather  astounding.  It  is  certain 
that  up  to  the  present  time  no  government  in  England  would 
have  dared  to  ask  for  such  powers  except  in  the  event  of  a 
great  war.  We  cannot  escape  the  growth  of  administrative 
discretion  in  the  world  in  which  we  live,  but  it  may  be  open 
to  doubt  whether  we  have  the  energy  and  public  spirit 
necessary  for  its  effective  control. 


POLITICAL  SCIENCE  —  DISCUSSION 


0.  M.  Biggar. — I  find  that  Professor  Corry’s  admirable  paper  and 
Professor  Scott’s  paper  which  preceded  it,  considered  against  the  back¬ 
ground  of  recent  events  throughout  the  world,  remind  me  of  Mr.  Wells’ 
remark  in  the  Outline  of  History  to  the  effect  that  the  national  policies 
followed  by  Rome  and  Carthage  after  the  second  Punic  war  indicated 
that  neither  nation  was  entirely  sane.  I  find  it  difficult  to  criticize 
Professor  Corry’s  paper,  though  I  think  that  it  is  perhaps  necessary  to 
distinguish  more  clearly  between  administrative  discretion  on  the  one 
hand,  and  on  the  other  the  delegation  by  parliament  of  legislative  powers 
to  the  executive  and  the  constitution  of  tribunals  whose  members  also 
performed  administrative  duties.  The  exercise  of  discretion  is  essential  to 
administration  as  such  and  the  real  question  is  as  to  the  circumstances  in 
which  legislative  and  judicial  duties  could  be  safely  entrusted  to  executive 
or  administrative  officers  or  bodies.  The  delegation  of  legislative  power 
in  matters  of  detail  and  temporarily  in  emergencies  is,  I  think,  unobjec¬ 
tionable  in  principle,  provided  individuals  are  able  to  know  exactly  what 
their  rights  and  duties  are.  Equally  it  is  no  cause  of  complaint  against 
a  tribunal  that  its  members  also  discharged  administrative  duties,  pro¬ 
vided  the  tribunal  is  impartial  and  knowledgeable.  The  first  charac¬ 
teristic  is  essential;  no  tribunal  could  be  satisfactory  if  its  judgment  in 
individual  cases  is  dictated  by  some  power  behind  the  scenes.  The  second 
is  always  useful,  and  is  often  possessed  in  a  higher  degree  by  a  specialized 
tribunal  than  one  having  general  jurisdiction.  The  procedure  of  every 
tribunal  should,  moreover,  be  adapted  to  the  effective  disposition  of  the 
kind  of  disputes  with  which  the  tribunal  is  called  upon  to  deal.  All  that 
is  essential  is  that  it  should  be  such  as  to  give  adequate  opportunity  to 
the  parties  to  lay  the  relevant  facts  before  the  tribunal  so  that  it  should 
act  on  full  information.  As  a  lawyer  I  am  shocked  to  think  of  the 
possibility  of  private  rights  being  disposed  of  by  biased  tribunals,  and 
even  more  shocked  to  think  of  the  procedure  of  any  Canadian  tribunal 
disposing  of  private  rights  being  capable  of  being  described  by  the  Chief 
Justice  of  Canada  as  “hugger  mugger.”  I  think  that  Professor  Corry 
in  making  his  comprehensive  and  lucid  exposition  of  the  situation  has 
done  a  real  public  service. 


ROUND  TABLE  CONFERENCE 


THE  CORRELATION  BETWEEN  POPULATION 
DENSITY  AND  POPULATION  INCREASE  IN  CANADA 

R.  H.  COATS,  Chairman. 

M.  C.  MacLean. — If  Canada,  must  be  regarded  as  a  new  country 
and  if  there  is  no  principle  behind  population  growth  more  fundamental 
than  such  erratic  factors  as  economic  periods,  individualistic  impulses 
of  particular  types  of  population,  or  even  so-called  resources,  then  there 
is  no  justification  for  expecting  that  there  is  any  connection  between 
its  present  and  past  rates  of  population  increase  and  its  population 
density.  If,  on  the  other  hand,  there  is  a  fundamental  principle  of 
which  density  is  the  soul,  and  if  we  believe  that  this  principle  is  mani¬ 
fested  by  the  behaviour  of  its  population  growth  over  a  reasonably 
long  period,  this  behaviour  being  the  same  as  in  other  countries  which 
have  undoubtedly  passed  through  practically  all  stages  of  population 
growth,  then  it  is  quite  reasonable  to  examine  the  influence  of  density 
upon  the  rate  of  growth  in  Canada. 

The  general  impression  is  that  Canada  is  a  new  country.  The 
reason  for  this  is  that  while  parts  of  Canada  have  a  longer  population 
history  than  any  part  of  the  United  States,  the  most  of  its  area  seems 
to  have  just  begun  to  be  populated.  The  western  provinces  had  a  neglig¬ 
ible  population  per  square  mile  of  land  area  before  1901.  The  five  older 
provinces  have  ten  counties  with  an  area  of  735,873  square  miles  which 
had  a  negligible  population  in  1871  and  only  120,000  in  1901;  i.e.  only 
about  one-fifth  of  the  size  of  the  Canadian  Expeditionary  Force  or  a 
number  that  could  be  transported  in  trains  or  boats  at  short  notice. 
The  remaining  area  of  the  eastern  provinces  which  had  a  population  in 
18/1  was  only  201,580  square  miles.  The  world  population  density  at 
present  is  about  40  persons  to  the  square  mile  and  even  the  old  part 
of  Canada  just  referred  to  has  a  density  (including  urban  population) 
of  only  35  per  square  mile.  It  is  not  at  all  surprising,  therefore,  that 
the  mind  cannot  grasp  any  other  conception  of  Canada  than  as  a  young 
country. 

If  the  new  areas  have  the  same  population  capacity  as  the  old,  then, 
of  course,  Canada  is  a  young  country.  Now  can  we  advance  anything 
better  than  a  mere  guess  as  to  whether  or  not  this  is  so?  It  is  doubtful 
that  this  can  be  done  by  assessing  the  known  or  probable  resources, 
because  populations  have  been  notoriously  capable  of  tightening  or 
loosening  their  belts  as  occasion  demanded.  The  world  density  of  40 
persons  to  the  square  mile  is  a  better  basis  for  prophecy  than  can 
arise  from  any  assessment  of  resources.  The  population  is  there  just 
the  same,  no  more  and  no  less,  international  and  topographical  boun¬ 
daries,  and  many  vicissitudes  notwithstanding. 


210 


Canadian  Political  Science  Association 


It  would  seem,  therefore,  that  we  can  find  a  better  indication  of 
what  the  population  of  Canada  means  to  do  by  the  manner  in  which 
it  has  been  spreading  over  its  new  areas  than  by  an  assessment  of 
resources.  A  spot  map  of  Canada  at  any  one  census  does  not  indicate 
clearly  the  manner  in  which  the  population  is  spreading,  for  reasons 
which  will  be  indicated.  However,  it  so  happens  that  we  have  means 
of  ascertaining  the  nature  of  this  spread  by  a  minute  examination  of 
the  growth  of  the  219  counties  and  census  divisions  of  Canada  since 
1871,  and  the  spread  in  the  prairie  provinces  between  1921  and  1931, 
coming  down  as  fine  in  this  case  as  individual  townships  or  equal  areas 
of  36  square  miles. 

The  question  investigated  was  whether  the  population  in  these 
counties,  as  219  centres  oif  settlement  (although  not  strictly  political 
or  geographic  units)  spread  first  over  the  counties  themselves,  then  to 
adjoining  centres,  in  any  definite  direction;  i.e.  whether  there  was  a 
continuity  in  the  spread  of  the  population  over  the  areas  of  Canada, 
or  whether  the  settling  was  merely  in  isolated  spots,  with  the  probabil¬ 
ity  that  we  could  later  expect  an  inward  rather  than  an  outward  spread. 

There  are  clear  indications  that  the  spread  has  been  continuous 
and  outward;  i.e.  that  there  was  as  much  continuity  as  could  reasonably 
be  expected.  The  peculiarity  in  the  growth  of  Canada  is  not  the  dis¬ 
continuity  of  its  population  spread,  but  its  extreme  rapidity  and 
superficiality.  In  other  words  it  is  not  that  one  population  went  to 
one  part,  another  to  another  and  so  on,  but  that  a  population  went  to 
one  part,  then  left  that  part  for  another  and  kept  on  doing  this  very 
rapidly.  For  example,  between  1921  and  1931  the  population  of 
Saskatchewan  moved  9  miles  due  north,  not  because  the  population 
in  the  older  parts  continued  to  increase  at  a  moderate  rate  and  an 
entirely  new  and  large  population  settled  the  northern  and  newer  parts, 
but  largely  because  the  population  left  the  older  parts,  most  of  them 
or  their  equivalent  going  north. 

The  movement  as  above  described  has  had  the  result  that  out  of 
the  219  counties  of  Canada  127  had  a  larger  rural  population  at  some 
previous  census  than  in  1931  and  83  had  a  larger  total  (rural  and 
urban)  population;  i.e.  they  have  passed  at  least  a  temporary  point 
of  maximum  density.  Of  these  counties  27  matured  in  or  before  1871; 
47  in  1881;  12  in  1891;  10  in  1901;  14  in  1911;  ,14  in  1921  and  3  in 
1926.  The  maturing  took  place  first  in  the  older  parts,  namely,  the 
peninsula  of  Ontario,  along  the  United  States  border  to  Quebec,  the  por¬ 
tion  of  Quebec  between  the  St.  Lawrence  and  the  United  States  border 
as  far  as  Montmagny  county,  the  south-east  of  New  Brunswick  and  the 
remainder  of  the  maritimes.  Now  it  is  here  regarded  as  a  highly 
significant  fact,  that  while  solid  blocks  of  these  counties  reached  prac¬ 
tically  the  same  degree  of  maximum  density,  they  did  not  arrive  at 
maturity  at  the  same  time.  If  the  movement  away  from  these  blocks 
had  been  due  to  temporary  economic  stress,  it  would  seem  reasonable 
that  they  would  have  picked  up  bag  and  baggage  at  once.  Instead  of 
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this  an  individual  county  of  the  block  waited  ten,  twenty  or  even  thirty 
years  until  it  had  arrived  at  the  same  degree  of  density  as  its  neighbor 
and  then  left.  Meanwhile,  one  would  have  expected  that  “good  times” 
would  have  raised  the  point  of  density  or  “bad  times”  lowered  it.  There 
must  have  been  something  more  fundamental  in  these  degrees  of  density 
and  the  fact  of  arriving  at  maturity  than  temporary  economic  stress. 

Another  highly  significant  fact  is  that  there  was  an  orderly  pro¬ 
gression  in  time  from  in  to  out  in  the  127  counties  thus  arriving  at 
maturity.  The  older  counties  arrived  first  and  reached  the  highest 
point  of  density,  then  adjoining  ‘  outward,”  i.e.  north,  east  or  west  of 
these,  and  next  counties  outside  of  these,  but  at  each  step  in  the  pro¬ 
gression,  the  degree  of  density  at  maturity  was  less  than  the  preceding. 
Thus  the  counties  arriving  at  maximum  density  before  1901  reached  a 
rural  density  of  25  persons  per  square  mile  (or  the  world  rural  density) 
while  those  arriving  since  reached  only  9  persons  per  square  mile. 
Finally  we  have  very  new  counties  arriving  at  maturity  in  1921  or  1926, 
namely,  a  block  of  three  in  the  south-east  of  Alberta  of  two  in  the 
older  part  of  Saskatchewan  and  six  in  the  middle  of  pre-1912  Manitoba, 
while  a  block  of  counties  on  the  north  of  the  St.  Lawrence  in  Quebec 
may  also  be  considered  now.  These  arrived  at  maturity  at  a  low  degree 
of  density.  There  are  still  open  the  whole  of  British  Columbia,  the 
remainder  of  the  prairies,  counties  here  and  there  in  the  older  parts 
of  the  older  provinces,  among  which  it  is  interesting  to  find  rural  Hali¬ 
fax  county;  the  new  parts  of  Quebec  and  Ontario  and  a  very  interesting 
clear  stretch  south  of  the  St.  Lawrence  from  Montmagny  through  the 
Gaspe  peninsula  and  the  great  part  of  New  Brunswick.  This  inter¬ 
esting  part  showed  a  greater  rate  of  growth  between  1921  and  1931 
than  previously. 

Now  it  is  important  to  remember  that  the  spread  of  population 
in  Canada  has  been  surprisingly  continuous  to  appreciate  the  signific¬ 
ance  of  the  following  illustrations  of  the  extreme  rapidity  of  this  spread. 

The  manner  in  which  Canada’s  population  has  been  growing  may  be 
briefly  illustrated  by  stating  what  took  place  between  1901  and  1911, 
the  decade  of  greatest  increase  since  1851-61,  namely,  34  per  cent.  This 
increase  was  confined  to  23  rural  eastern  counties,  the  west  and  cities. 
The  total  rural  increase  in  Canada  was  576,603;  western  rural  increased 
615,688  and  the  23  eastern  counties  increased  107,396.  The  remaining 
138  counties,  which  in  1901  had  80  per  cent  of  the  population  of  rural 
Canada,  decreased  146,481  or  6  per  cent,  in  addition  to  losing  their 
natural  increase  of  probably  528,000;  the  total  increase  in  rural  Canada 
in  the  decade  moved  from  the  part  that  had  801  per  cent  of  the  popula¬ 
tion  to  the  west  and  23  eastern  counties  which  combined  had  only  20 
per  cent  of  the  1901  population.  A  moving  out  (including  loss  of 
natural  increase)  of  674,000  or  26  per  cent,  and  a  moving  in  to  newer 
rural  areas  of  723,000  or  almost  an  exact  equivalent.  Thus  rural  Canada 
kept  from  decreasing  in  the  decade  (immigration  and  all)  solely  by  the 
increase  in  new  areas  of  the  equivalent  of  persons  moving  out  of  the 
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old  areas.  The  net  gain  to  Canada  was  due  to  the  cities,  which  also 
may  be  considered  new  areas. 

The  behavior  of  the  population  in  this  decade  can  be  shown  to  be 
similar  to  that  at  each  preceding  and  succeeding  decade,  only  that  the 
gain  to  Canada  was  not  paralleled  because  those  moving  out  had  not 
other  parts  of  Canada  to  move  into,  so  that  the  discharge  was  to  the 
United  States  and  elsewhere.  There  were,  however,  new  parts  in 
eastern  Canada  coming  in  from  time  to  time  before  1901.  Thus  Sague- 
nay,  Chicoutimi,  Lac  St.  Jean,  and  Algoma  were  receiving  discharges 
from  the  older  areas  as  early  as  1871;  to  these  were  added  Thunder 
Bay  and  Kenora  in  1881;  Sudbury  and  Rainy  River  in  1891;  Abitibi  in 
1901  and  Cochrane  and  Patricia  in  1911.  These  combined  have  an  area 
of  735,873  square  miles  and  had  in  1931  a  population  of  422  347  as 
compared  with  27,983  in  1871.  Now  this  422,347  is  very  interesting 
when  placed  in  juxtaposition  with  the  following. 

If  in  1931  every  county  had  the  population  it  had  at  maximum 
density,  the  addition  to  the  1931  population  would  have  been  719,051; 
that  is,  we  could  have  an  addition  of  over  700,000  to  the  population  of 
Canada  by  repopulating  rural  areas  which  have  been  abandoned.  Now 
in  1931  the  population  born  in  eastern  Canada  and  living  in  western 
Canada  less  those  born  in  western  Canada  and  living  in  eastern  Canada 
was  317,899.  Adding  this  last  figure  to  the  422,547  found  in  the  newer 
eastern  areas  above  mentioned  less  the  1871  population  of  these  new 
areas  we  have  712,459  or  almost  the  exact  equivalent  of  what  the  127 
older  eastern  rural  counties  lost.  The  natural  increase  is  over  and 
above  these  figures,  and  clearly  what  remained  of  these  in  Canada  went 
to  another  set  of  new  areas — cities. 


Now  although  the  rapidity  of  the  movement  seemed  to  be  suffici¬ 
ently  manifested  by  the  illustration  of  1901-11,  there  is  a  still  stronger 
manifestation  of  it  in  the  manner  in  which  the  127  counties  came  to 
their  maximum  density.  This  will  bring  out  another  point,  namely, 
that  the  movement  has  been  accelerating  with  the  passage  of  time,  and 
the  opening  up  of  new  areas.  The  older  counties  (those  maturing  before 
1901)  increased  moderately  from  census  to  census  up  to  the  point  of 
maximum  density;  that  is,  they  increased  .at  a  diminishing  rate  which 
accounted  for  about  one-third  of  their  natural  increase.  Since  1901 
the  process  of  maturing  has  been  quite  different.  Counties  which 
decade  after  decade  previous  to  maturity  had  been  increasing  moderately 
as  above  described,  suddenly  received  a  large  addition  to  their  popula¬ 
tion  and  then  blew  out.  Table  I  illustrates  this. 

TABLE  I 

Per  Cent  Increase  in  County  Populations 


Counties  maturing  in 
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One  may  take  for  example  the  case  of  the  counties  maturing  in 
i9°l.  For  every  100  in  1891  they  had  112  in  1901  and  lost  (7  per  cent 
of  112)  8  in  addition  to  about  22  natural  increase  before  1911,  a  move¬ 
ment  in  and  out  in  twenty  years  of  at  least  42  per  cent  of  the  1891 
population.  Notice  that  the  cases  of  those  maturing  in  1911  and  1921 
were  similar  to  the  case  of  1901.  Now  we  have  to  get  the  conception 
that  these  increases  or  decreases  within  twenty  years  were  a  movement 
whether  they  were  due  to  births  or  deaths  or  physical  movement.  It 
would  be  absurd,  however,  to  attribute  them  to  sudden  change  in  birth 
and  death  rates,  and  physical  movement  is  clearly  indicated. 

In  all  these  illustrations  we  are  impressed  by  the  picture  of  a  steady 
march  forward  into  new  areas,  not  a  settlement  in  the  real  meaning 
of  the  term.  That  this  method  of  populating  Canada  was  not  confined 
to  rural  areas  is  indicated  by  the  fact  that  83  counties  have  arrived  at 
maturity  of  total  population,  including  urban.  Only  in  the  case  of  44 
counties  was  maturity  postponed  by  a  set  of  new  areas  growing  in  the 
counties  themselves,  that  is,  cities  and  towns.  The  fact  that  the  83 
counties  thus  went  out  may  be  an  indication  of  the  dependence  of  the 
cities  for  their  growth  upon  the  rural  areas. 

The  manner  in  which  the  127  counties  arriving  at  maximum  density 
have  behaved  since  arriving  indicates  that  their  maturity  was  not  a 
temporary  incident  or  an  accident,  but  due  to  something  more  funda¬ 
mental  than  this.  As  has  been  seen,  27  arrived  in  or  before  1871  and 
thus  have  had  at  least  60'  years  to  show  what  they  intend  to  do,  while 
47  counties  have  had  over  50  years.  If  we  rely  upon  what  they  have 
done  as  an  indicator  of  what  they  mean  to  do,  the  tendency  would  seem 
to  be  towards  a  stabilization  at  82  per  cent  of  their  population  at  maxi¬ 
mum  density.  They  have  been  decreasing  down  to  a  certain  limit,  then 
increasing  up  to  another  limit,  making  a  good  normal  curve  around  this 
82  per  cent  with  a  standard  deviation  of  11.  This  82  per  cent  is  easily 
explainable  on  the  assumption  that  the  maximum  density  was  an  excess 
which  was  thrown  off,  the  true  point  of  density  being  the  stabilization 
point. 

If  we  admit  such  an  idea  as  excess,  or  indeed  any  fundamental  idea, 
there  is  no  necessity  for  suspecting  that  the  maximum  density  was 
caused  by  such  factors  as  deterioration  of  soil.  Indeed,  there  is  no 
necessity  for  believing  that  the  behavior  of  population  growth  in  Canada 
hitherto  has  been  caused  by  any  factor  reflecting  on  Canada  as  a  coun¬ 
try.  The  Indians  before  the  arrival  of  the  white  man  were  nomads, 
but  it  would  seem  unreasonable,  after  the  foregoing  illustrations,  to 
contend  that  the  Indians  were  more  nomadic  than  the  white  settlers. 
The  explanation  of  the  growth  of  Canada  hitherto  would  seem  to  be 
not  in  the  conditions  or  resources  of  the  country,  but  in  the  manner 
of  settlement — the  manner  of  the  locust. 

Reverting  to  the  question  which  was  asked  at  the  beginning  of  the 
paper — Is  Canada  a  new  country? — the  answer  would  seem  to  be  Yes. 

It  is  easy  to  find  a  plausible  explanation  for  the  apparent  obedience  of 
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its  growth  to  the  Pearl  and  Reed  theory.1  That  a  country  with  the  ap¬ 
pearance  of  a  tank  open  at  the  top  and  with  leaking  sides  should  show 
in  its  rate  of  population  growth  any  resemblance  to  a  closed  bottle  is 
inexplicable,  until  we  remember  a  certain  phase  of  its  growth  which 
has  been  elaborated  in  the  foregoing.  This  phase  is  that  each  new 
area  arrived  at  a  maximum  density  at  a  lower  point  of  density  than 
the  preceding.  This  condition  can  easily  be  seen  to  fulfil  the  require¬ 
ments  of  an  apparent  limiting  population.  He  would,  however,  be  a  bold 
man  that  would  contend  that  the  capacity  for  population  was  tested 
fairly  by  a  stay  as  short  as  ten  years  or  less — indeed  the  steady  move¬ 
ment  would  seem  to  indicate  a  much  shorter  stay  than  ten  years.  The 
force  behind  population  growth  is  too  powerful  to  permit  permanently 
a  population  of  nomads.  There  are  40  persons  per  square  mile  of  world 
area  and  about  120  per  square  mile  of  world  arable  area,  and  against 
a  force  like  this  such  forces  as  contraceptives  and  “high  standard  of 
living”  would  seem  puny.  A  new  phase  of  growth  for  Canada  in  which 
settlement  is  substituted  for  wandering  is  forced  upon  the  imagination. 
This  phase  seems  to  be  indicated  by  the  behavior  of  those  counties  which 
existed  in  1871  and  have  not  yet  reached  maximum  density.  Since  1901 
these  counties  have  behaved  in  a  very  normal  manner.  Out  of  mere 
curiosity  the  ultimate  population  of  these  as  measured  by  the  Pearl  and 
Reed  formula  was  compared  with  the  ultimate  population  of  the  new 
areas.  In  1931  these  old  but  still  living  areas  had  a  population  of 
5,000,000  or  49  persons  to  the  square  mile  and  gave  promise  of  over 
17,000,000  (or  166  per  square  mile)  even  in  the  present  cycle,  while  the 
limiting  population  of  the  new  areas  was  too  ridiculously  low  to  be 
admitted  for  one  moment. 

That  there  has  been  a  correlation  of  population  growth  in  Canada 
with  population  density  has  been  shown  in  the  foregoing  in  various 
ways,  particularly  the  tendency  to  stabilization  of  the  counties  arriving 
at  maximum  density.  This  correlation,  however,  would  seem  to  be  due 
to  the  peculiar  manner  of  settlement,  not  to  the  real  population  capacity 
of  the  country.  What  Canada  really  means  to  do  would  seem  to  be  still 
unanswerable,  but  what  its  past  method  of  settling  will  lead  to  is  clear 
on  the  very  surface. 

K.  W.  Taylor. — We  are  all  very  deeply  indebted  to  Mr.  McLean 
for  his  remarkably  fine  work  on  various  aspects  of  the  population 
problem  in  Canada,  and  especially  for  his  discussion  this  afternoon. 
All  I  desire  to  do  is  to  underline  and  amplify  a  few  points. 

Firstly,  the  constant  talk  of  Canada  as  a  great  new  country  is 
often  very  misleading.  Mr.  McLean  has  shown  very  clearly  that  the 
greater  part  of  eastern  Canada  is  an  old  country  so  far  as  population 
settlement  is  concerned.  It  may  be  noted  in  passing  that  eastern 
Canada  has  long  since  reached  maturity  in  another  sense.  For  at  least 
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a  generation  it  has  been,  on  balance,  a  capital  exporting  area;  it  has 
reached  industrial  and  financial  as  well  as  demographic  maturity.  This 
does  not  mean  that  a  whole  new  economic  and  social  cycle  may  not 
occur  in  these  old  areas  in  the  future.  But  the  greater  part  of  eastern 
Canada  is  in  a  period  of  comparative  demographic  stability.  This  sta¬ 
bility  is  also  beginning  to  appear  in  parts  of  the  west.  The  maps  make 
that  fairly  clear. 

Secondly,  the  method  used  by  Jenness  and  others  is,  I  think,  of 
real  value  in  indicating  certain  upper  limits.  Of  course,  it  throws  no 
light  on  rates  of  increase.  Several  years  ago  I  made  some  fairly  careful 
estimates  of  the  probable  limit  to  population  in  Canada.  Assuming 
substantially  the  present  state  of  the  industrial  and'  technical  arts,  I 
concluded  that  36,000,000  was  a  generous  estimate.  This  is  practically 
the  same  as  Jenness’  figure  of  35,000', 000',  arrived  at  by  an  entirely 
different  method.  It  is  folly,  therefore,  to  talk  of  a  population  in 
Canada  of  sixty,  eighty  or  a  hundred  million  by  the  end  of  this  century. 
It  is  also  dangerous,  because  it  is  apt  to  make  us  too  receptive  to 
grandiose  schemes  of  railway  building  and  other  types  of  permanent 
de\  elopment  work.  Barring  an  entirely  new  economic  revolution,  I 
think  20,000,000  is  the  upper  limit  of  any  probable  population  in  Canada 
at  the  end  of  this  century. 

Thirdly,  undoubtedly  the  only  right  method  of  estimating  our  popu¬ 
lation  in  the  calculable  future  is  to  examine  the  probable  behavior  of 
the  several  parts.  Comparable  statistics  for  a  period  of  eighty  years 
for  219  separate  areas  will  provide  the  essential  statistical  basis.  We 
shall  need,  of  course,  a  great  deal  of  descriptive  data  on  each  area,  as 
well  as  the  bare  statistics. 

Fourthly,  declining  populations  per  se,  need  not  be  viewed  with 
alarm,  changing  economic  techniques  indicate  changing  population 
optima.  It  is  necessary  to  discover  the  causes  of  the  decline.  Is  it 
greater  efficiency  in  agricultural  production,  more  capital  and  less 
labor?  Or  is  it  soil  exhaustion?  Or  is  it  the  economic  attraction  of 
the  new  lands  or  the  social  attraction  of  the  cities?  I  should  particu¬ 
larly  like  to  see  a  careful  statistical  study  of  the  physical  volume  of 
production  in  these  depopulated  countries. 

Fifthly,  in  this  connection  a  few  simple  figures  relating  to  the 
twenty-two  counties  of  southwestern  Ontario  provide  some  indication 
that  the  declining  rural  population  is  not  accompanied  by  worsening 
economic  conditions.  Between  1901  and  1921  the  rural  population  of 
these  counties  declined  by  14  per  cent;  the  number  of  farms  increased 
by  19  per  cent;  the  acreage  under  crop  was  unchanged;  the  number 
of  tenant  farmers  was  15.4  per  cent  of  the  total  in  1901,  14.7  per  cent 
in  1911,  10.8  per  cent  in  1921.  I  have  not  had  time  to  estimate  the 
physical  volume  of  production,  but  a  cursory  examination  indicates  an 
increase.  Rural  depopulation,  however,  accentuates  the  difficulties  of 
rural  community  life.  The  economic  optimum  and  the  social  optimum 
may  be  quite  far  apart,  and  a  decent  compromise  very  difficult  to  achieve. 
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The  past  eighteen  months  has  witnessed  the  transition 
of  the  question  of  a  central  bank  for  Canada  from  an  interest¬ 
ing  academic  speculation  to  a  problem  of  great  public  interest. 
Every  month  records  more  and  more  discussion  of  this  con¬ 
troversial  issue  emanating  from  banking,  political  and  private 
sources.  In  presenting  this  paper  purporting  to  give  a  general 
view  of  the  proposal  for  a  Canadian  central  bank  an  endeavor 
will  be  made  through  constructive  criticisms  to  weigh  some 
of  the  more  important  aspects  of  the  problem. 

A  central  bank  for  Canada  is  today  a  national  problem 
and  as  such  this  institution,  if  created,  will  be  formed  through 
the  medium  of  government  legislation.  This  legislation  is 
naturally  swayed  to  a  considerable  extent  by  the  feeling  or 
wishes  of  the  voting  public.  Does  it  not  therefore  behoove  our 
bankers  and  professional  economists  through  the  medium  of 
well  directed  publicity  to  guide  the  public  thought  in  the  way 
it  should  be  led  for  the  greatest  good? 

A  review  of  the  writings  pro  and  con  on  this  subject 
leave  one  with  a  feeling  in  many  cases  that  the  parties  are 
looking  at  the  problem  with  some  ulterior  motive  in  view, 
while  but  few  seem  to  realize  that  there  are  many  specific 
Canadian  problems  which  must  be  seriously  considered  before 
establishing  such  an  institution.  Too  much  is  assumed  by  both 
sides.  At  the  one  extreme  some  people  would  have  us  believe 
a  central  bank  could  only  be  a  publicly-owned  colossus  which 
will  do  little  good  and  possibly  much  harm,  and  at  best  would 
be  a  heavy  drain  on  the  public  treasury.  At  the  other  extreme 
we  are  told  that  a  central  bank,  as  a  creature  of  government, 
would  be  a  benevolent  fairy  godfather  to  the  farmers,  individ¬ 
uals  and  corporations  alike,  whose  credit  at  the  local  bank  did 
not  permit  of  a  substantial  loan. 

Negative  arguments  combined  with  roseate  dreams  are 
not  the  concrete  constituents  that  go  to  form  such  an  austere 
institution  as  a  central  bank.  Once  formed,  a  central  bank 
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can  be  an  enormous  power  for  good  or  evil  and  it  is  vital  that 
careful  consideration  be  given  to  every  point  in  its  constitu¬ 
tional  powers  beforehand  and  not  after.  We  must  recognize 
that  our  internal  economy,  our  banking  system,  our  debtor 
creditor  relationships,  etc.,  are  different  in  the  aggregate  from 
any  other  country,  and  consequently  we  cannot,  robot  fashion, 
pattern  on  the  established  central  banks  and  expect  the  results 
which  these  institutions  get  from  their  operations  under  en¬ 
tirely  different  circumstances. 

In  the  time  afforded  for  this  paper  I  cannot  deal  fully 
with  the  many  truly  Canadian  problems  which  I  consider  need 
thorough  examination  before  the  balance  is  taken  of  the  pros 
and  cons.  I  wish,  however,  to  draw  your  attention  to  a  few 
of  the  problems  and  to  expand  some  of  them  to  show  the  ex¬ 
tent  to  which  the  subject  must  be  considered. 

When  one  thinks  of  a  central  bank  the  first  thought  of  it 
is  as  a  bank  of  issue — the  currency  authority  of  the  nation. 
A  study  of  the  development  of  central  banks  almost  invariably 
shows  that  such  institutions  when  established,  have  either 
by  law  immediately  usurped  all  the  issue  privileges  of  the 
commercial  banks  where  such  privileges  have  existed,  or  the 
law  establishing  the  bank  has  provided  for  the  retirement  of 
such  notes  within  a  fixed  period.  It  is  usually  considered  vital 
to  the  control  exercised  by  central  banking  authority  that  it 
should  have  absolute  powers  as  regards  the  volume  of  cur¬ 
rency  in  circulation,  in  order  to  effectively  control  credit.  A 
mechanically  established  central  bank,  patterned  on  any  of  a 
score  or  more  existing  institutions,  might  readily  adopt  a  simi¬ 
lar  policy,  as  it  would  seem  the  logical  thing  to  do. 

The  Canadian  banks  are  unanimous  in  stating  that  the 
loss  of  the  note  issue  privilege  would  be  of  dire  consequence 
to  Canadian  banking  and  finance.  One  general  manager  stated 
this  most  clearly  at  the  last  annual  meeting  of  his  bank,  when 
he  said  in  part: 

If  the  circulation  privilege  were  taken  away  from  the  Banks,  as  has 
been  mooted,  I  do  not  see  how  they  could  justify  continuing  many  of 
their  smaller  branches  of  which  even  now  a  large  number  are  operated 
at  a  loss.  For  instead  of  holding  their  own  notes  for  till  money  they 
would  require  to  hold  government  notes  which  would  be  an  added  burden, 
as  it  would  mean  that  the  banks  would  have  to  carry,  over  and  above 
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their  necessary  reserves,  many  millions  of  idle  government  notes  at  a 
substantial  sacrifice  in  revenue.1 

On  the  other  hand,  Mr.  Plumptre  in  his  excellent  series  of 
articles  advocating  a  central  bank,  published  in  the  Financial 
Post  last  year,  said  of  the  bank  note  issue: 

There  seems  no  reason  why  at  the  same  time  the  chartered  banks 
should  not  be  allowed  to  continue  to  issue  notes  under  strict  regulations 
similar,  if  not  identical,  to  those  already  laid  down  in  the  Bank  Act.2 

The  banker  emphasizes  the  closing  of  branches  and  the 
sacrifice  of  profit.  Mr.  Plumptre  takes  a  negative  attitude. 
The  banker’s  points  are  well  taken,  but  the  public,  in  reading 
them,  look  at  the  phrase  “sacrifice  in  revenue”  and  are  not  im¬ 
pressed.  Mr.  Plumptre  is  willing  to  concede  the  bank  their 
note  issue  privilege  under  regulation  but  most  certainly  does 
not  insist  on  it.  This  so-called  minor  problem  in  the  estab¬ 
lishment  of  a  central  bank  is,  to  my  mind,  one  of  vital  conse¬ 
quence  to  our  economic  future — one  of  the  truly  important 
Canadian  problems. 

There  is  no  doubt  that  the  Canadian  chartered  banks  do  a 
great  pioneer  work  by  the  establishment  of  branches  in  the 
smaller  centres,  and  it  is  only  because  these  branches  are  a 
part  of  great  banking  institutions,  that  Canada  has  been  so 
readily  able  to  ride  the  financial  storm  without  any  banking 
failures.  It  may  be  argued  that  there  are  too  many  branch 
banks  and  that  competition  for  business  in  small  centres  has 
been  carried  to  uneconomic  extremes.  Consequently  a  new 
system  which  would  eliminate  the  excess  branches  might  be 
of  economic  advantage  in  the  long  run.  Let  us  grant  that 
competitive  banking  in  small  villages  may  be  unnecessary  and 
consider  what  the  effect  would  be  of  taking  the  note  issue 
privilege  away  from  the  chartered  banks  and,  to  be  generous, 
let  us  assume  that  as  many  as  half  the  present  branch  banks 
would  necessarily  be  closed.  We  would  still  be  faced  with  the 
carrying  of  many  millions  of  idle  government  notes  in  the 
tills  of  the  remaining  2,000  odd  branch  banks,  and  as  these 


1  Stated  at  the  115th  annual  general  meeting  of  the  shareholders 
of  the  Bank  of  Montreal  and  reported  in  the  Financial  Times  (Mon¬ 
treal),  December  9,  1932,  p.  6. 

2  A.  F.  W.  Plumptre,  “Six  Main  Duties  for  Central  Bank,”  Finan¬ 
cial  Post  (Toronto),  October  8,  1933,  p.  3. 
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would  be  the  larger  branches  the  proportion  of  idle  notes 
would  not  be  decreased  in  the  ratio  of  the  decrease  of  branches. 

One  of  the  prime  purposes  of  a  central  bank  is  to  afford 
the  means  for  concentrating  the  cash  reserves  of  a  country 
and  thus  to  economize  in  their  use.  If,  under  a  central  bank, 
the  chartered  banks  lost  their  note  issue  privilege,  it  can  be 
readily  seen  that  this  important  argument  for  a  central  bank 
would  be  more  than  offset  by  the  additional  idle  reserves  neces¬ 
sarily  held  as  till  money.  There  is  little  doubt  that  the  press¬ 
ure  brought  on  our  financial  system  by  such  necessity  would 
entail  great  hardship  on  Canada,  as  it  would  require  a  definite 
curtailment  of  credit  which  we  are  all  willing  to  admit  is  even 
now  too  drastically  compressed  for  comfort. 

Another  problem  that  would  have  to  be  faced  is  the  suffi¬ 
ciency  of  government  currency  under  our  present  system  to 
meet  the  needs  of  every  day  life.  Today  bank  notes  provide 
the  great  bulk  of  pocket  and  store-till  money  in  general  circu¬ 
lation.  Dominion  notes  of  $1  and  $2  denominations  are  in 
public  hands  only  to  the  extent  of  fifteen  to  thirty  million 
dollars,  depending  upon  the  season,  while  bank  notes  in  the 
hands  of  the  public  amount  to  from  $150,000,000  to  $200,000,- 
000 — a  figure  substantially  in  excess  of  the  total  Dominion 
note  issue.  Therefore,  if  the  bank  notes  were  to  be  retired 
and  government  notes  substituted  it  would  mean  an  enormous 
increase  in  the  Dominion  note  issue  and  a  serious  disturbance 
to  our  credit  standing  abroad.  For  our  foreign  creditors  un¬ 
fortunately  have  a  habit  of  examining  the  volume  of  govern¬ 
ment  notes  outstanding  and  comparing  it  with  the  gold  re¬ 
serves,  and,  although  we  ourselves  might  know  that  the 
notes  were  unchanged  as  we  were  making  a  substitution,  it 
might  prove  exceedingly  embarrassing  to  our  credit  abroad 
to  have  a  doubling  of  currency  outstanding,  without  a  com¬ 
mensurate  increase  in  metallic  backing. 

Having  argued  the  case  of  the  chartered  bank  note  issue, 
let  us  examine  the  note  itself.  Is  it  currency  or  credit?  If  you 
examine  a  bank  note  you  will  see  that  it  says  “X"  bank  will 
pay  to  the  bearer  on  demand  “Y”  dollars  and  you  accept  it  at 
its  face  value  for  the  “Y”  dollars  and  tender  it  to  a  shop 
against  a  purchase  of  goods  and  the  shop  accepts  it.  Similarly, 
if  your  credit  is  good,  you  may  run  a  monthly  bill  at  your  gro- 
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cer’s  and  at  the  end  of  the  month  you  send  him  a  check  de¬ 
manding  a  designated  bank  to  pay  him  so  much  money.  Is 
there  any  difference  whatsoever  between  this  bank  note  and 
your  check,  except  that  the  one  is  made  out  to  bearer  and  the 
other  in  favour  of  a  certain  party.  Banks  are  known  through¬ 
out  the  country,  and  their  bearer  checks  or  bills  are  univer¬ 
sally  accepted,  but  they  are  of  no  more  value  than  your  per¬ 
sonal  check  tendered  to  a  party  who  knows  your  credit  stand¬ 
ing,  except  for  the  technical  detail  that  bank  notes  are  a  first 
lien  on  the  bank’s  assets,  and  through  the  circulation  redemp¬ 
tion  fund  a  first  lien  on  the  combined  banks. 

These  bank  notes  are  put  through  the  clearing  in  exactly 
the  same  way  as  checks  and  must  be  settled  for  in  Dominion 
notes  daily.  We  may  conclude  therefore  that  the  bank  note 
though  conveniently  used  as  currency  is  in  reality  a  credit 
instrument  and  consequently  the  substitution  of  a  credit  base, 
i.e.,  Dominion  notes  for  an  already  accepted  credit  instrument 
would  necessarily  decrease  the  volume  of  credit  within  the 
country. 

The  note  issue  privilege  as  presently  outlined  in  the  Bank 
Act  cannot  be  abused  by  the  banks,  because  of  the  fact  that 
these  notes  must  be  redeemed  in  Dominion  notes  in  the  inter¬ 
bank  clearing.  Under  the  present  act  the  free  issue  of  bank 
notes  is  limited  to  the  paid-up  capital  of  the  bank,  except  in 
crop  moving  periods,  and  any  additional  issue  must  be  backed 
dollar  for  dollar  by  Dominion  notes  or  gold.  Experience  has 
shown  that  the  banks  but  rarely  have  to  increase  their  note 
issue  above  the  limits  set  by  the  act,  and  in  fact  they  at  times 
have  had  much  difficulty  in  keeping  as  many  notes  in  circula¬ 
tion  as  they  might  desire.  I  submit  that  we  are  fortunate  in 
this  country  to  have  a  credit  instrument,  namely  the  bank 
note  or  bearer  check,  as  an  accepted  medium  of  exchange,  as 
it  conserves  our  credit  base  for  its  proper  function  of  reserves 
and  acts  as  a  buffer  against  any  shocks  received  by  the  cur¬ 
rency  base.  Therefore,  I  believe  the  substitution  of  basic 
reserves  dollar  for  dollar  for  established  credit  would  seriously 
disrupt  our  financial  equilibrium. 

To  sum  up,  it  would  seem  that  this  question  of  bank  note 
issue  privilege  is  contrary  to  general  thought  not  a  minor 
point  involving  only  the  slight  profit  or  loss  of  profit  to  the 
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banks  who  issue  the  notes,  but  one  of  national  importance — 
one  which  under  our  present  economy  might  cause  internal 
economic  disaster  and  hardship,  and  one  which  might  bring 
in  its  train  a  serious  loss  of  credit  standing  abroad — a  condi¬ 
tion  which  a  progressive  debtor  country  cannot  afford  to  risk. 

It  is  readily  admitted  by  all  students  of  a  central  bank  for 
Canada  that  many  of  the  usual  functions  of  central  banks  are 
well  administered  under  our  present  financial  setup.  These 
functions  include:  (1)  acting  as  a  clearing  house  for  inter¬ 
bank  transactions:  (2)  the  administration  of  the  Dominion 
note  issue;  (3)  the  concentration  of  cash  reserves;  and  (4) 
acting  as  the  government’s  banker. 

The  clearing  house  function  is  adequately  carried  out  by 
the  chartered  banks  themselves,  through  the  daily  telegraphic 
system  of  clearance  inaugurated  in  January,  1927.  This  new 
system  also  provided  for  a  definite  concentration  and  economy 
in  cash  reserves.  The  additional  economy  in  reserves  obtain¬ 
able  through  a  central  bank  is  not  considered  of  sufficient  im¬ 
portance  of  itself  to  warrant  the  central  bank.  The  Dominion 
note  issue  presently  operates  under  strict  and  well  defined 
rules  and  can  be  handled  adequately  from  the  mechanical 
point  of  view  by  the  Department  of  Finance.  The  Bank  of 
Montreal  has  acted  successfully  for  a  long  period  of  years  as 
the  government’s  banker,  and  since  the  war  the  other  char¬ 
tered  banks  have  been  taking  an  increasingly  active  part,  par¬ 
ticularly  in  connection  with  the  larger  financial  transactions. 

It  is  in  the  broad  field  of  credit  control  and  monetary  policy 
that  a  central  bank  can  be  of  real  value  to  Canada.  The  books 
and  literature  printed  in  English  on  central  banks  and  central 
bank  practice  quote  largely  from  the  experince  of  two  great 
central  banking  institutions — The  Bank  of  England  and  the 
Federal  Reserve  System.  In  both  cases  these  institutions  are 
operating  in  large  creditor  countries  and  in  centres  which 
have  extensive  money  markets.  Credit  control  in  a  word  is  ex¬ 
ercised  by  the  so-called  open-market  operations  and  by 
changes  in  the  discount  rate.  It  is  argued  that  Canada  has 
but  few  short-term  bonds,  no  bill  market  and  a  time-honored 
almost  constant  setup  of  interest  rates.  Therefore,  should  a 
central  bank  be  established  it  would  not  have  the  usual  means 
to  effect  credit  control.  It  is  further  stated  that  the  emer- 
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gency  currency  is  forthcoming  through  the  operation  of  the 
Finance  Act  which  offers  the  same  borrowing  privileges  as  a 
central  bank  and  is  available  without  the  costly  setup  of  such 
an  institution. 

One  cannot  but  admit  the  obvious — but  are  these  the 
means  of  credit  control  that  would  be  effective  in  Canada? 
Is  our  problem  not  entirely  different  from  that  of  other  coun¬ 
tries?  Canada  is  a  debtor  nation  with  substantial  debts  due 
in  the  United  States  and  in  the  United  Kingdom.  Her  pros¬ 
perity  or  adversity  depend  to  a  great  extent  on  the  dollar 
volume  of  exports.  These  exports  in  turn  all  meet  heavy  for¬ 
eign  competition  in  the  world’s  markets.  A  substantial  vol¬ 
ume  of  these  exports  are  raw  materials  which  are  subject  to 
broad  world  price  fluctuations  and  these  raw  materials  in  turn 
consist  to  a  large  degree  of  agricultural  products  whose  volume 
is  beyond  control  as  it  varies  according  to  climatic  conditions. 
It  is  obvious  therefore  in  a  country  operating  under  these  con¬ 
ditions  that  the  mere  change  of  discount  rates  or  the  buying 
and  selling  of  securities  or  bills  in  the  open-market  would 
achieve  little  toward  stability  of  internal  prices.  Could  not 
the  greatest  degree  of  stability  be  arrived  at  through  con¬ 
scious  predetermined  foreign  exchange  operations? 

It  may  be  argued  that  a  central  bank  cannot  afford  to 
function  with  its  earning  assets  tied  up  in  foreign  deposits 
or  on  call  abroad  at  very  low  rates  on  interest.  In  this  regard 
I  would  refer  you  to  the  MacMillan  Report  in  which  it  is 
stated : 

Central  banks  should  be  permitted  by  the  laws  of  their  respective 
countries  to  reckon  balances  with  the  central  banks  of  other  gold  stan¬ 
dard  countries,  or  with  the  Bank  for  International  Settlements,  as  the 
equivalent  of  gold  for  all  the  purposes  of  the  law.  This  would  be  a 
merely  optional  and  permissive  provision  and  would  not  force  the  dis¬ 
cretion  of  any  central  bank.3 

If  in  constituting  a  central  bank  for  Canada  such  powers 
were  given  the  bank,  there  would  be  no  real  reason  against 
the  issue  of  currency  for  the  purchase  of  short-term  govem- 
emnt  bonds  against  these  foreign  assets  and  these  bonds 
would  provide  the  necessary  earning  assets.  This  would  be 


3  Report  of  Committee  on  Finance  and  Industry  (London:  H.  M. 
Stationery  Office,  1931),  Cmd.,  3897,  1931,  p.  123. 
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possible  of  course  only  if  the  foreign  exchange  were  consid¬ 
ered  equivalent  to  gold,  and  only  a  portion  of  gold  cover  deemed 
necessary  for  note  issue.  With  this  privilege  allowed  some 
degree  of  control  of  credit  could  be  exercised.  Let  me  expand 
this  proposition  in  a  little  more  detail. 

We  have  concluded  that  internal-market  operations  can¬ 
not  materially  affect  the  price  level  of  the  great  bulk  of  our 
export  commodities,  but  there  can  be  no  question  that  a  cen¬ 
tral  bank  in  Canada  can  exercise  some  control  over  internal 
credit  expansion  or  contraction  by  the  means  of  buying  or 
selling  short-term  securities.  By  short-term  securities  I  do 
no  necessarily  mean  three  to  six  months’  treasury  bills,  but 
government  obligations,  say  with  a  maximum  maturity  of  two 
to  three  years — a  similar  class  to  those  presently  held  in  large 
part  by  the  chartered  banks. 

This  central  bank  would  first  of  all  be  continually  watch¬ 
ing  the  trend  of  foreign  trade,  the  movement  of  capital,  the 
service  on  foreign  debts,  the  volume  of  tourist  trade,  all  major 
items  which  vary  from  year  to  year  and  have  definite  seasonal 
tendencies.  For  the  purposes  of  this  paper  I  will  treat  these 
rather  complicated  problems  in  their  extremes  so  that  you 
may  judge  the  scope  of  the  many  finer  regulations  of  credit 
that  lie  between. 

Let  us  assume  a  period  when  the  Canadian  dollar  is  in 
strong  demand — at  a  time  for  example  when  exports  are  un¬ 
duly  heavy  and  imports  light — and  capital  and  interest  pay¬ 
ments  due  abroad  at  a  minimum.  The  central  bank  could  off¬ 
set  this  demand  by  selling  Canadian  dollars  and  buying  United 
States  dollars  or  sterling.  This  increased  holding  of  foreign 
exchange  would  thus  provide  an  additional  credit  base  on 
which,  if  it  is  desired,  the  central  bank  could  issue  additional 
currency  and  buy  government  bonds.  This  additional  currency 
would  increase  the  commercial  banks’  reserves  and  in  due 
course  increase  the  purchasing  power  of  the  country.  In  turn 
we  would  have  one  or  more  of  several  reactions ;  to  mention 
the  most  obvious — prices  of  certain  classes  of  goods  might 
rise,  thus  stimulating  imports,  or  the  additional  money  avail¬ 
able  might  encourage  the  paying  down  of  foreign  capital 
debts  or  the  lower  trend  of  interest  rates  might  discourage 
foreign  capital  in  our  markets.  Any  of  these  factors  or  a 
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combination  of  them  would  cause  the  exchanges  to  again 
come  into  better  balance.  Conversely  should  the  demand  be 
heavy  in  Canada  for  United  States  dollars  or  sterling  this 
pressure  could  be  offset  by  the  central  bank  selling  some  of  its 
holdings  of  foreign  exchange  and,  in  our  extreme  case,  the 
liquidation  of  securities.  The  ultimate  effect  of  this  action 
would  be  to  put  pressure  on  credit,  lower  prices  for  certain 
classes  of  goods,  discourage  imports  and  capital  exports,  and 
in  due  course  encourage  new  foreign  capital — factors  again 
working  toward  bringing  the  exchanges  into  better  balance. 

With  such  powers  a  central  bank  in  a  debtor  country  such 
as  Canada  could  function  more  effectively  than  if  it  was  oper¬ 
ating  on  the  old-time  gold  standard  formula — particularly  as 
the  bank  would  have  more  scope  to  act  independently  of  our 
two  great  creditors  whose  internal  monetary  policy  is  enacted 
to  fit  an  entirely  different  set  of  circumstances,  and  might  at 
times  conflict  with  policies  which  were  to  the  best  good  of 
Canada. 

At  the  present  time  the  chartered  banks  unconsciously 
do  part  of  this  foreign  exchange  manipulation  as  they  main¬ 
tain  a  second  line  of  reserves  in  the  form  of  call  loans  in  Lon¬ 
don  and  New  York.  Under  normal  circumstances  those  liquid 
reserves  held  abroad  are  counterbalanced  to  a  large  extent  by 
foreign  liabilities  although  usually  there  is  a  substantial  bal¬ 
ance  in  favor  of  Canada  not  earmarked  against  these  liabili¬ 
ties.  It  is  only  in  times  of  great  internal  stress  that  the  bal¬ 
ance  is  the  other  way.  Under  a  central  bank  regime  which 
had  control  of  foreign  exchange  as  outlined  above  and  the 
right  to  consider  this  exchange  as  a  proper  credit  base  a  fur¬ 
ther  economy  in  reserves  could  be  effected  by  the  chartered 
banks  and  a  portion  of  these  foreign  call  loans  could  be  put 
to  more  profitable  use.  Such  action  would  be  by  no  means 
immediate  for  it  would  be  folly  for  the  commercial  banks  to 
repatriate  these  excess  liquid  reserves  unless  there  was  a  boun¬ 
tiful  supply  of  very  short-term  government  bonds,  preferably 
three  to  six  months’  treasury  bills  available,  and  some  assur¬ 
ance  that  the  central  bank  would  offer  a  ready  market  for 
these  government  obligations  if  liquidation  were  necessary. 

The  inadequacies  of  and  dangers  attached  to  our  present 
Finance  Act  have  been  thoroughly  discussed  by  Professor 
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Curtis4  and  Mr.  Plumptre5  at  previous  meetings  of  this  Asso¬ 
ciation.  In  this  paper  therefore  I  wish  only  to  record  the  un- 
challangeable  fact  that  whereas  the  Finance  Act  does  offer 
a  means  of  credit  expansion  to  the  banks  and  provision  for 
emergency  currency,  there  is  no  counteracting  force  to  limit  or 
contract  this  expansion.  There  is  reason  to  doubt  that  a  cen¬ 
tral  bank  could  seriously  affect  credit  through  changes  in  its 
rediscount  rate,  though  such  changes  might  readily  have  an 
important  psychological  use  in  indicating  to  the  public  the 
central  bank’s  attitude.  The  central  bank  could,  however,  re¬ 
fuse  loans  if  it  thought  advisable,  and  force  some  measure  of 
contraction  by  its  operations  in  the  bond  market,  or  by  sharply 
raising  the  discount  rate  when  banks  were  overborrowed. 

I  would  also  draw  your  attention  to  the  advantages  which 
the  expert  advice  obtainable  from  a  central  bank  could  offer 
to  the  government  in  directing  their  fiscal  policies,  so  that 
government  financing  could  be  carried  out  to  the  best  advan¬ 
tage  of  the  country  as  a  whole.  There  are  times  when  internal 
financing  might  prove  much  more  advantageous  to  the  coun¬ 
try  as  a  whole  than  foreign  borrowings,  while  at  other  times 
the  reverse  is  the  case.  Properly  guided,  government  financ¬ 
ing  can  have  a  salutary  effect  on  credit  conditions  within  a 
country. 

I  cannot  close  this  paper  without  a  brief  mention  of  man¬ 
agement  for,  in  the  final  analysis,  the  application  of  credit 
control  and  all  other  functions  of  a  central  bank  depend  on 
management.  By  management  I  mean  not  only  the  calibre 
and  sagacity  of  the  directing  heads,  but  the  character  and 
latitude  allowed  the  bank  for  economic  research.  This  paper 
will  not  permit  for  a  full  discussion  of  this  angle  of  central 
banking,  but  I  would  refer  you  to  the  following  extracts  from 
the  MacMillan  Report,  touching  on  this  subject: 

When  practical  bankers  and  business  men  can  explain  clearly  the 
causes  of  the  trade  cycle,  why  prosperity  is  followed  by  depression  and 
depression  by  prosperity  and  can  find  practical  means  to  avoid  the  eco- 


4  C.  A.  Curtis,  “Credit  Control  in  Canada,”  Papers  and  Proceedings 
of  the  Canadian  Political  Science  Association,  Vol.  II  (1930),  pp.  101-122. 

5  A.  F.  W.  Plumptre,  “Currency  Management  in  Canada,”  ibid., 
Vol.  iv  (1932),  pp.  139-150. 
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nomic  waste  caused  thereby  and  when  they  can  adjust  more  satisfactorily 
the  powers  of  the  modern  world  to  consume  and  absorb  wealth,  with  its 
powers  to  produce  wealth,  they  will  have  more  justification  than  they 
now  have  in  ignoring  and  treating  as  of  little  or  no  consequence  economic 

research  into  these  very  difficult  but  vitally  important  problems . 

The  management  of  currency  and  credit  is  essentially  an  art,  not  a 
science.6 

I  cannot  leave  this  important  question  of  management 
without  some  reference  to  the  constitution  of  this  manage¬ 
ment.  One  of  the  most  vital  reasons  for  the  establishment  of 
a  central  bank  in  Canada  is  to  provide  an  independent,  intelli¬ 
gent  and  impartial  monetary  authority  whose  policies  are 
directed  toward  the  best  good  and  not  necessarily  for  pur¬ 
poses  of  profit.  The  commercial  banks  by  their  very  nature 
must  consider  the  item  of  profits  and  dividends  to  their  share¬ 
holders.  In  times  of  prosperity  this  desire  ofttimes  causes 
undue  expansion  of  business  with  its  consequent  severe  con¬ 
traction  when  conditions  are  reversed.  Under  our  present 
system  the  onus  of  expansion  lies  at  the  doors  of  the  Treasury 
Board,  who  administer  the  Finance  Act  and  who,  not  being 
trained  bankers,  must  necessarily  do  pretty  well  as  the  com¬ 
mercial  bankers  suggest. 

Should  we  set  up  a  central  bank  with  a  board  made  up  of 
people  connected  with  commercial  banks,  or  with  politics,  we 
would  not  be  one  bit  farther  advanced  in  the  ironing  out  of  the 
extremes  in  our  credit  cycle  than  we  are  today.  I  would  leave 
you  with  this  one  vital  consideration  that  a  central  bank  to  be 
of  value  must  be  restricted  in  its  management  to  a  group  en¬ 
tirely  divorced  from  the  group  for  which  it  is  designed  to  con¬ 
trol. 


0  Report  of  Committee  on  Finance  and  Industry,  p.  129. 


CANADIAN  BANKERS  AND  A  CENTRAL  BANK 


F.  C.  BIGGAR 

During  the  last  four  years  there  have  been  many  criti¬ 
cisms  and  bitter  attacks  upon  the  Canadian  banker  and  upon 
the  motives  which  regulate  his  policy.  The  majority  of  these 
attacks  completely  ignore,  or  dismiss  as  ridiculous,  the  rules 
which  the  banker  knows  to  be  essential  principles  in  bank 
operation.  Under  these  circumstances  a  prejudice  against 
the  banks  is  being  created  which  I  believe  is  unjustified.  I 
should  like,  therefore,  to  talk  to  you  about  my  profession,  its 
duties  and  responsibilities,  its  aims  and  its  limitations.  I  pro¬ 
pose  to  examine  in  detail  the  rules  in  question,  to  test  whether 
the  banker  is  right  in  being  guided  by  them  and  to  put  before 
you  certain  facts  which,  I  believe,  will  go  far  to  clear  his 
reputation. 

From  the  opening  of  his  business  career  the  banker  learns 
both  from  a  study  of  history  and  his  day-to-day  experience  the 
three  fundamental  rules  which  govern  his  calling.  Firstly, 
the  banker,  in  accepting  money  on  deposit,  becomes  a  trustee 
for  the  owner  and  his  paramount  duty  is  to  safeguard  these 
funds  and  deal  with  them  in  such  a  manner  that  they  will 
always  be  available  to  the  owner  on  demand.  Unless  the  banker 
enjoys  the  complete  confidence  of  his  depositors  that  he 
will  be  an  honest  and  careful  trustee,  he  cannot  command  the 
resources  necessary  to  carry  out  his  .second  duty,  nor  in  fact 
can  he  continue  in  business.  Secondly,  the  duty  of  the  banker 
is  to  supply  the  credit  requirements  of  his  community  and  thus 
facilitate  its  industrial,  mercantile  and  agricultural  operations. 
He  has  every  inducement  to  satisfy  these  requirements,  be¬ 
cause  it  is  from  this  source  that  by  far  the  major  part  of  a 
bank’s  income  must  be  derived.  I  would  re-emphasize,  however, 
that  the  supplying  of  credit  must  necessarily  be  completely 
subordinate  to  the  banker’s  prior  obligations  as  his  depositors’ 
trustee.  Thirdly,  the  banker,  if  he  hopes  to  acquire  and  hold 
the  business  upon  which  the  prosperity  of  his  branch  and  bank 
depends,  must  gain  the  respect  of  those  amongst  whom  he 
lives.  This  he  can  hope  to  do  only  by  fair  and  honest  dealing 
and  by  a  genuine  effort  to  give  a  real  service. 
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Take,  for  example,  the  rule  as  to  trusteeship.  Loss  of 
confidence  in  the  ability  or  integrity  of  the  banker  leads  to  the 
withdrawal  of  depositors’  funds  and,  as  I  have  said,  deprives 
the  banker  of  the  resources  he  can  lend  to  the  community. 
This  fact  i.s  frequently  challenged  by  those  who  think  a  banker 
creates  the  money  he  lends  and,  though  I  do  not  propose  to 
discuss  tonight  the  contentious  question  of  money  creation,  it 
is  not  hard  to  demonstrate  how  close  is  the  relationship  be¬ 
tween  bank  deposits  and  loans  and  how  vital  depositors’  confi¬ 
dence  is  to  the  bank’s  very  existence. 

Let  us  assume  that  a  single  bank  is  open  in  this  country, 
that  it  has  a  capital  of  $50,000  paid  in  by  its  shareholders  in 
Dominion  notes  and  that  it  receives  —  also  in  Dominion  notes 
—  a  further  $50,000  in  deposits.  The  bank  then  lends  to  bor¬ 
rowers,  say,  $100,000,  placing  that  amount  to  their  credit  and 
thus  increasing  its  deposits  to  $150,000.  The  borrowers,  we 
shall  suppose,  proceed  to  distribute  by  check  their  entire 
balances  in  payment  of  goods  and  services.  Let  us  assume 
further  that  the  recipients  of  the  borrowers’  checks  have  no 
confidence  in  the  bank  and  are  prepared  neither  to  open 
accounts  and  deposit  the  checks  they  have  received,  nor  to 
accept  the  bank’s  notes  in  exchange  therefor,  but  demand,  as 
is  their  right,  payment  of  the  check  in  legal  tender.  To  satisfy 
these  creditors  the  bank  must  pay  out  all  the  Dominion  notes 
which  it  holds.  Its  statement  then  shows  on  one  side  loans  of 
$100,000  and  on  the  other  two  entries  —  deposits  of  $50,000 
still  left  in  its  care  by  those  who  originally  brought  in  Dominion 
notes  and  its  capital  of  $50,000.  In  the  face  of  that  statement 
can  it  be  claimed  with  any  show  of  reason  that  the  bank  has 
not  actually  put  out  its  depositors’  money  on  loan  and  as  well 
the  full  sum  of  its  own  capital? 

To  prove  my  point  I  have  placed  the  unfortunate  institu¬ 
tion  in  a  position  where  if  any  other  depositor  wants  to  with¬ 
draw  his  funds  in  legal  tender  before  the  bank’s  loans  are 
repaid  the  bank  must  default  and  close  its  doors. 

Now  a  bank  failure  is  one  of  the  most  serious  calamities 
which  can  befall  a  community.  Some  people  think  that  in  such 
a  failure  the  depositors  and  shareholders  alone  suffer.  This  is 
far  from  the  case.  Depositors,  it  is  true,  are  deprived  of  the 
use  of  their  liquid  funds  and  shareholders  are  threatened  with 
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the  loss  of  their  investment  and  the  enforcement  of  the  obliga¬ 
tion  of  their  double  liability,  but  the  consequences  spread  to 
others.  Because  of  the  pressing  necessity  to  meet  depositors’ 
claims  the  liquidator  of  the  failed  bank  must  collect  outstand¬ 
ing  loans  as  quickly  as  he  can.  Naturally  the  easiest  loans  to 
recover  are  those  to  the  more  efficient  and  prosperous  bor¬ 
rowers.  The  borrower  whose  business  depends  on  the  credit 
he  has  obtained  must,  if  forced  to  repay  his  loan,  restrict  or 
stop  his  operations.  He  may  have  to  sell  off  his  inventory  or 
liquidate  other  assets  at  ruinously  low  prices  in  a  market 
demoialized  by  the  failure  of  the  bank.  The  men  he  employs 
are  thrown  out  of  work  and  thus  the  whole  community  is 
involved  in  loss  and  hardship. 

An  American  economist,  prior  to  the  bank  holiday  in  that 
country,  which  some  4,000  banks  failed  to  survive,  estimated 
that  bank  failures  in  the  United  States  had  already  forced  the 
liquidation  of  at  least  two  billion  dollars  of  bank  loans.  He 
stated  that  beyond  a  doubt  this  liquidation,  which  was  in  no 
way  due  to  the  financial  position  of  those  who  owed  this  money, 
had  seriously  crippled  and  reduced  the  business  activities  of 
many  solvent  American  merchants,  manufacturers  and  far¬ 
mers,  and  in  a  large  number  of  cases  has  actually  driven  them 
into  undeserved  bankruptcy.  The  fact  that  the  bankers  in 
Canada  have  won,  and  justly  hold,  the  confidence  of  their 
depositors  has,  I  think,  been  convincingly  shown  by  the  events 
of  the  past  three  months.  To  have  escaped  in  this  country  the 
sufferings  resulting  from  bank  failures  is  something  for  which 
we  may  well  be  thankful. 

What  I  have  said  to  you  about  the  first  rule  indicates  some 
of  the  difficulties  which  the  banker  faces  in  carrying  out  his 
second  duty,  that  of  supplying  credit  to  the  community.  He 
must,  as  a  trustee,  lend  the  funds  he  controls,  as  far  as  this  is 
humanly  possible,  only  where  repayment  is  reasonably  assured, 
either  by  tangible  liquid  security  lodged  with  the  bank  or  by 
the  fact  that  the  borrower  has  an  adequate  margin  of  liquid 
or  semi-liquid  assets  over  and  above  his  liabilities.  Only  by 
meticulous  enquiry  into  his  customer’s  position  can  the  banker 
judge  the  safety  of  the  loan  which  he  is  asked  to  make.  In 
valuing  his  customer’s  assets  and  in  trying  to  estimate  the 
outcome  of  his  proposed  venture,  the  banker  must  make  ade- 
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quate  allowance  for  the  natural  optimism  common  to  us  all 
when  we  consider  our  personal  possessions  and  prospects.  In¬ 
deed,  it  is  because  it  is  difficult  for  the  customer  to  appreciate 
that  his  own  spectacles  are  rose  colored,  while  the  banker’s  are 
plain,  that  bankers  are  reputed  to  be  hard  hearted. 

When  a  loan  has  been  made  by  a  bank  and  the  margin  of 
the  borrower’s  assets  shows  signs  of  melting  away,  yet  he 
asks  for  an  extension  of  time,  the  banker’s  problem  is  this  — 
is  the  shrinkage  in  margin  due  to  factors  within  or  beyond  the 
borrower’s  control,  and  if  the  former,  can  they  be  corrected? 
Should  the  shrinkage  be  due  to  uncontrollable  factors,  such  as 
adverse  economic  conditions,  do  these  conditions  seem  likely  to 
be  of  short  or  of  long  duration  ?  Are  the  other  obligations  of 
the  borrower,  apart  from  his  bank  loans,  so  heavy  that  should 
the  turn  to  prosperity  be  long  deferred  he  will  sink  under  their 
weight?  Now  a  good  customer,  though  in  straitened  circum¬ 
stances,  is  far  too  valuable  an  asset  to  be  heartlessly  deserted 
by  the  bank  if  it  is  possible,  even  at  a  considerable  risk  of  los,s, 
to  carry  him  successfully  through  a  crisis.  That  this  risk  is 
taken  very  frequently  through  too  sympathetic  a  view  of  a 
borrower’s  distress,  or  too  optimistic  an  estimate  of  the  pros¬ 
pects  of  his  financial  recovery,  is  clearly  reflected  in  the  long 
list  of  loans  which  a  banker  writes  off  each  year  as  hopelessly 
uncollectable. 

Bankers  unquestionably  make  some  errors  in  wrestling 
with  these  difficult  decisions.  To  launch  a  general  charge, 
however,  that  they  deliberately  and  without  the  driving  force 
of  necessity  restrict  new  credit  or  demand  payment  of  existing 
loans,  that  thus  by  their  own  action  they  reduce  the  revenue 
they  would  otherwise  receive,  and  that  in  consequence  of  fol¬ 
lowing  this  policy  they  bring  about  a  depression  in  their  com¬ 
munity  which  must  unfailingly  result  in  a  substantial  increase 
in  the  amount  of  their  losses,  is  to  attribute  to  them  a  degree 
of  folly  of  which  even  bankers  are  incapable.  Borrowers  are 
quite  naturally  biased  in  their  own  favor.  When  the  banker  re¬ 
quires  payment  of  a  loan,  because  the  debtor’s  margin  of  assets 
has  vanished,  the  latter  often  feels  unjustly  treated.  Believing 
the  banker  himself  owns  all  the  money  he  handles  and  is,  there¬ 
fore,  immensely  wealthy  the  borrower  thinks  it  is  through 
mere  greed  that  the  banker  refuses  the  risk  of  carrying  the 
loan,  however  remote  the  chance  that  some  unpredictable  and 
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unlikely  turn  of  fortune  may  enable  the  borrower  to  recover 
some  part  at  least  of  the  loss  he  has  already  suffered. 

Contrary  to  the  popular  belief,  however,  most  of  the  liqui¬ 
dation  of  bank  loans  since  1929  has  been  voluntary  and  not 
forced  by  the  bankers.  Business  men  who,  because  of  falling 
prices,  see  their  assets  melting  are  naturally  inclined  to  sell 
their  merchandise  down  to  the  barest  minimum,  pay  off  their 
obligations  to  escape  interest  charges  and  so  reduce  their  losses 
as  much  as  possible.  Until  times  improve  they  will  restrict 
their  commitments  to  necessities  while  the  fact  that  prices 
have  fallen  also  reduces  the  amount  of  credit  required  for  any 
new  ventures  which  are  undertaken. 

Some  people  suggest  that  in  order  to  place  funds  in  the 
hands  of  those  who  need  loans,  but  because  of  their  financial 
position  are  denied  them  by  the  chartered  banks,  the  state 
should  take  over  and  operate  the  banks  as  one  of  its  functions. 
Practical  common  sense  must  convince  anyone  that  a  policy 
of  granting  loans  on  any  basis  except  that  of  the  borrower’s 
capacity  to  repay  could  result  only  in  disastrous  losses.  It 
would  be  mere  self-deception  to  describe  such  operations  as 
banking,  whether  they  are  carried  on  by  the  state  or  by  others. 
If  undertaken  by  the  state  because  it  is  felt  that  the  situation 
demands  this  form  of  aid,  let  us  at  least  describe  the  advances 
as  relief  loans,  or  some  such  title  which  will  differentiate  them 
from  true  banking  credits. 

Defence  is  never  as  exhilarating  as  attack  but  I  should 
like  to  refer  to  a  few  other  charges  against  the  banker  which 
are  quite  frequently  repeated.  I  challenge  the  bold  statements 
recently  made  that  this  depression  is  due  solely  to  monetary 
causes,  if  this  charge  was  intended  to  mean,  as  it  implied,  that 
the  factors  which  produced  the  depression,  and  are  responsible 
for  its  continuance,  could  have  been,  or  can  be,  eradicated  by 
bank  action  alone.  Even  a  superficial  review  of  world  events 
during  the  past  18  years  should  convince  any  unprejudiced 
person  that  such  a  statement  is  quite  unjustified  by  the  facts. 

I  doubt,  therefore,  that  it  is  necessary  to  present  to  this  audi¬ 
ence  an  argument  to  sustain  my  challenge. 

There  is  as  well  the  perennial  accusation  that  the  high 
rate  of  bank  dividends  proves  that  the  profits  of  the  bankers 
are  exorbitant  and  are  secured  by  the  exploitation  of  their 
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customers.  Year  after  year  we  explain  that  the  rate  at  which 
bank  dividends  are  declared  is  not  the  rate  of  yield  on  our 
shareholders’  actual  investment.  We  point  out  that  that  in¬ 
vestment  includes  the  reserve  funds  and  the  undivided  profits 
of  the  banks  as  well  as  the  amount  of  their  capital.  As  a  rule 
new  issues  of  bank  stock  are  sold  at  a  premium  and  this  pre¬ 
mium  is  invariably  added  to  the  reserve  fund.  Over  70  per  cent 
of  the  aggregate  of  the  reserve  funds  has  been  derived  from 
these  premiums.  The  remainder  of  the  reserve  fund,  it  is  true, 
is  represented  by  profits  earned  and  not  distributed.  Every 
soundly  managed  business,  however,  whether  state  or  privately 
owned,  accumulates,  as  a  protection  against  adverse  contin¬ 
gencies,  reserves  of  this  kind  out  of  profits.  Condemnation 
of  the  banks  for  following  so  well  established  and  prudent  a 
practice  does  not,  therefore,  seem  warranted. 

The  percentage  return  on  bank  shareholders’  investment 
reached  a  peak  of  5.90  per  cent  in  1929,  not  by  any  means  an 
excessive  return  when  compared  with  that  from  an  investment 
in  the  highest  class  of  Canadian  government  securities  or  the 
profits  of  commercial  companies,  while  the  double  liability  of 
bank  shareholders  is  a  risk  which  investors  in  other  securities 
escape.  Since  1929  the  return  has  fallen  .steadily.  In  1932  it 
was  5.28  per  cent  and  earnings  are  still  shrinking.  I  would 
also  stress  the  fact  that  there  is  not  one  drop  of  water  in  Cana¬ 
dian  bank  stocks.  The  critic,  having  received  this  explanation, 
retires  apparently  satisfied,  only  to  return  later  with  the  iden¬ 
tical  charge.  His  persistence  can  be  construed  only  as  an 
attempt  to  injure  the  banks  by  accusations  known  to  be  untrue. 

Another  charge  I  would  mention  is  that  the  banks  initiated 
or  encouraged  in  the  boom  years  a  number  of  over-capitalized 
industrial  mergers  and  foisted  their  securities  on  an  unsuspect¬ 
ing  public.  I  believe  there  is  no  evidence  to  support  such  a 
.statement.  No  Canadian  bank,  so  far  as  I  am  aware,  sponsored 
a  single  industrial  issue  during  the  past  five  years,  and  it  is 
contrary  to  their  policy  and  practice  to  recommend  to  their 
clients  the  purchase  of  any  of  these  securities.  The  standing 
instructions  of  my  own  bank  are  specific  on  this  point,  and  a 
breach  of  the  rule  would  be  dealt  with  severely. 

In  this  long  preamble  to  my  main  subject  I  have  tried  to 
place  before  you  the  Canadian  banker’s  view  of  what  he  does 


Canadian  Bankers  and  a  Central  Bank  233 

and  why,  and  to  convince  you  that  some  of  the  popular  sus¬ 
picions  reflecting  upon  him  are  undeserved.  Were  his  view 
moie  clearly  understood  by  economists  and  legislators  of  this 
country.  I  believe  the  chances  would  be  better  that  these  three 
groups  might  reach  a  comparative  unity  of  aim.  A  joint  and 
closely  co-ordinated  effort  to  find  a  way  through  the  maze  of 
difficulties  in  which  we  are  now  struggling  will  greatly  im¬ 
prove  the  prospects  of  achieving  success. 

To  seek  a  solution  of  problems  so  intricate  in  a  fog  of 
recrimination  and  distrust  must  defer  and  may  defeat  our 
progress  toward  the  goal  upon  which  the  hopes  of  everyone 
of  us  are  set. 

According  to  tonight’s  program,  I  am  supposed  to  speak 
to  you  on  the  place  of  a  central  bank  in  the  Canadian 
Banking  System.  I  must  confess  to  have  felt  some  feeling  of 
embarrassment  when  I  read  this  title  since  I  have  come  to  the 
conclusion  that  in  our  system  there  is  no  place  for  such  an 
institution.  I  should  like  to  explain  to  you  some  of  the  reasons 
which  have  led  Canadian  bankers  to  the  conclusion  that  a 
central  bank  in  Canada  is  unnecessary. 

A  central  bank  is  no  doubt  the  logical  institution  to  control 
a  money-market  which  is  called  upon  from  time  to  time  to 
absorb  from  or  release  to  other  countries  the  huge  sums  of 
drifting  money,  both  investment  funds  seeking  temporary 
employment  wherever  rates  are  most  advantageous  and  those 
of  speculators  in  exchange  to  whom  the  present  wide  sweeps  in 
rates  offer  the  strong  incentive  of  large  profits.  Canada,  lack¬ 
ing  a  money-market  capable  of  employing  these  funds,  and  I 
think  you  will  agree  it  is  very  improbable  that  we  can  develop 
one,  has,  therefore,  no  comparable  situation  with  which  to  deal. 

As  a  means  of  mobilizing  and  of  economizing  in  the  use  of 
the  cash  reserves  of  thousands  of  unit  banks  the  organization 
of  a  Federal  Reserve  System  in  the  United  States  unquestion¬ 
ably  added  strength  to  the  American  banking  structure.  No 
similar  weakness  which  requires  correction  exists  in  the  bank¬ 
ing  system  of  this  country. 

What  other  functions  and  duties  is  it  proposed  that  a 
Canadian  central  bank  will  undertake?  We  are  told  that  the 
institution  is  to  act  as  a  bank  for  bankers  and,  besides  taking 
over  custody  of  their  cash  reserves,  will,  when  necessary  and 
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if  justified,  make  advances  to  the  banks  against  security.  We 
have  had  in  existence  for  the  past  eighteen  years  under  the 
Finance  Act  facilities  for  rediscounting  by  the  banks  which 
have  operated  smoothly.  No  doubt  this  machinery  has  de¬ 
fects,  though  the  principal,  if  not  the  only  criticism,  launched 
against  it  is  that  no  effort  has  been  made  by  the  Treasury 
Board  to  exercise  a  conscious  control  over  the  volume  of 
credit  in  Canada  by  suitable  variations1  in  the  'rediscount 
rate.  If  the  rediscounting  function  is  considered  separately 
from  any  other  it  would  seem  safer  and  wiser  to  supplement 
the  existing  tried  and  proved  machinery  with  the  expert 
direction  which  it  is  now  said  to  lack,  rather  than  to  make 
for  this  purpose  what  is  admittedly  an  experimental  change 
which  will  fundamentally  affect  our  whole  banking  structure. 

In  some  quarters  it  is  stated  that  the  great  business 
activity  in  Canada  from  1926  to  1929  was  in  a  considerable  de¬ 
gree  based  upon,  and  stimulated  to  an  unhealthy  pitch  by, 
an  over-generous  extension  of  bank  credit  made  possible  by 
Finance  Act  borrowing.  With  this  statement  I  entirely 
disagree.  I  would  ask  you  to  consider  the  situation  which  then 
existed.  In  each  of  the  years  1925-28  we  harvested  bountiful 
crops  which  were  sold  on  the  whole  at  comparatively  satisfac¬ 
tory  prices.  By  1926  our  foreign  trade  had  risen  to  an  amount 
of  two  and  a  quarter  billion  dollars  or  more  per  annum.  Our 
manufacturers  and  our  merchants  found  their  products  moving 
so  rapidly  into  consumption  that  they  were  faced  with  no 
embarrassing  inventory  surpluses  but  were  instead  put  to  it 
to  fill  the  orders  which  they  received.  Expenditures  for  con¬ 
struction  increased  year  by  year.  Our  mineral  production  was 
growing  by  leaps  and  bounds  through  the  opening  of  new  and 
extensive  mining  areas  and  under  the  pressure  of  active  de¬ 
mand. 

The  unfavorable  features  of  the  situation  were  compara¬ 
tively  few.  They  developed  principally  in  the  second  half  of 
the  period,  and  the  extent  to  which  they  threatened  our  pros¬ 
perity  was  extremely  difficult  to  estimate.  Commodity  prices 
which  had  commenced  to  fall  in  1926  continued  to  sag.  Instal¬ 
ment  selling,  with  its  anticipation  of  future  purchasing  power, 
was  growing  fast.  The  speculative  fever  in  the  stock  markets 
was  becoming  more  hectic.  Many  tariff  barriers  and  other 
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restraints  on  trade  were  being  imposed  and  monetary  disturb¬ 
ances  in  some  European  countries  began  to  occur.  Canadian 
governments  and  municipalities  were  borrowing  heavily  at 
home  and  abroad  and  spending  freely  in  many  ways  which, 
while  stimulating  domestic  business,  was  creating  serious 
problems  for  the  future. 

There  was,  however,  a  national  —  indeed  an  international 
—  feeling  of  glowing  optimism  which  could  not  be  restrained. 
Words  of  caution  emphasizing  that  the  adverse  factors  should 
not  be  ignored  were  drowned  in  a  “New  Era”  chorus  welcoming 
the  dawn  of  permanent  prosperity.  Academic  circles  sang 
loudly  with  the  rest.  Bankers,  from  the  opening  months  of 
1927,  had  watched  with  anxiety  the  growing  popularity  of 
stock  speculation  on  margin.  As  early  as  March  of  that  year 
my  own  institution  had  issued  a  warning  circular  to  its 
branches  advising  them  that  this  development  was  considered 
unhealthy  and  that  loans  for  speculative  purposes  should  be 
discouraged.  Other  circulars  on  this  subject,  urging  the  grow¬ 
ing  need  for  more  severe  restrictions,  were  issued  at  intervals 
and  the  terms  upon  which  many  loans  of  this  kind  were  gran¬ 
ted  became  increasingly  onerous. 

The  economist  in  the  quiet  retirement  of  his  study  may 
wonder  why,  if  the  banks  disapproved  so  strongly  of  specula¬ 
tion,  they  did  not  entirely  prohibit  the  granting  of  further 
credits  to  be  used  in  this  way.  I  think  he  may  not  appreciate 
that  a  valued  customer  of  long  standing  who,  for  example, 
presents  $10,000  in  Dominion  bonds  and  asks  for  a  loan  of  50 
per  cent  of  their  value  is  outraged  and  most  vehemently 
indignant  if  he  is  denied  the  credit  because,  forsooth,  the 
bank  does  not  approve  of  the  use  to  which  he  proposes  to  put 
the  borrowed  funds.  To  follow  such  a  policy  too  rigidly  would 
have  added  apparent  weight  and  substance  to  the  unwarranted 
accusation  so  frequently  heard  that  the  banks  are  running  the 
country  and.  that  their  power  should  be  curbed.  A  defence  by 
the  banker  that  he  refused  the  loan  because  he  considered  that 
to  grant  it  was  contrary  to  the  national  interest  would  have 
been  received  with  derision. 

The  public  during  the  boom  laughed  to  scorn  bank  warn¬ 
ings  against  speculation.  The  paper  profits  which  were  so  easy 
to  win  in  the  market  during  those  days  of  infectious  excitement 
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were  quoted  as  proof  that  the  banker  was  a  stupid  old  fogey 
blinded  by  his  conservatism  to  the  unlimited  possibilities  for 
industrial  corporate  profits.  It  must  be  remembered  also  that 
speculators  could  —  and  did  —  obtain  millions  of  dollars  from 
other  sources,  some  by  diverting  surreptitiously  credits  granted 
them  for  commercial  purposes,  some  from  financial  institutions 
other  than  chartered  banks,  some  from  surplus  funds  of  weal¬ 
thy  corporations  or  individuals  and  still  others  —  to  their  sor¬ 
row  —  from  sources  in  the  United  States. 

Statisticians  should  not  draw  from  the  figures  appearing 
in  the  monthly  government  bank  statements  the  conclusion  that 
this  entire  four  year  period  of  intense  business  and  speculative 
activity  was  financed  by  the  banks  only  through  an  ever- 
increasing  dependence  upon  loans  under  the  Finance  Act.  I 
believe  I  am  justified  in  making  the  statement  that  until  the 
autumn  of  1928  bank  rediscounts  were  comparatively  occa¬ 
sional  and  mostly  for  periods  of  less  than  ten  days.  In  1928, 
however,  this  country  produced  a  record  crop  of  wheat  and 
the  strain  of  financing  its  movement  and  sale,  added  to  the 
existing  demand  for  commercial  loans,  forced  the  banks  to 
make  a  more  constant  use  of  rediscount  facilities.  That  the 
banks  accepted  this  necessity  with  reluctance  is  undoubtedly 
the  case  since  it  was  and  is  their  traditional  policy  that  the 
Finance  Act  should  be  used  for  temporary  emergency  relief 
only  and  not  as  a  means  of  permanently  expanding  operations 
beyond  the  banks’  own  resources.  The  heavy  drop  which 
occurred  at  the  end  of  1928  in  the  gold  reserves  held  by  the 
government  against  the  Dominion  note  issue  led  to  the  belief 
in  some  quarters  that  the  chartered  banks,  setting  profit  above 
patriotism,  were  converting  into  gold  the  Dominion  notes  ob¬ 
tained  through  loans  under  the  Finance  Act  and  exporting 
this  gold  to  New  York  to  lend  to  stock  market  speculators  at 
the  high  interest  rates  then  prevailing.  The  Prime  Minister 
has  recently  disclosed  that  it  was  not  the  banks  but  the  govern¬ 
ment  of  that  day  which  exported  $40,000,000  in  gold  and  thus 
reduced  the  country’s  reserves. 

In  retrospect  it  may,  perhaps,  be  felt  that  a  tighter  rein 
on  credit  in  Canada  might  have  been  exercised  and  the  pace  of 
progress  beneficially  retarded,  though  I  must  admit  grave 
doubts  as  to  whether  this  would  have  been  possible  in  the  face 
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of  the  greater  inflation  occurring  in  the  United  States.  Hind¬ 
sight  is,  however,  a  much  more  general  gift  than  foresight. 
Though  I  have  searched  diligently  I  have  been  unable  to  find 
any  criticisms  of  current  bank  policy  issued  during  that  period 
by  any  Canadian  economist  nor  have  I  found  any  warn¬ 
ing  of  the  dangers  into  which  the  country  was  drifting, 
except  a  few  comments  in  general  terms  which  were  but  faint 
echoes  of  cautionary  statements  already  issued  by  the  bankers. 
Bankers  as  part  of  their  professional  duties  do  endeavor  to 
peer  into  the  future  and  to  estimate  the  effect  of  business 
trends.  They  make  no  claim,  however,  that  these  efforts  are 
crowned  with  any  greater  success  than  can  be  achieved  by  other 
intelligent  men. 

To  return  from  this  digression  to  the  subject  of  credit 
control  by  a  central  bank,  I  think  the  assured  belief  in  the 
theory  that  variations  in  the  rediscount  rate  will,  in  fact,  have 
a  marked  and  reasonably  rapid  effect  in  expanding  the  volume 
of  commercial  loans  has  been  greatly  shaken,  if  not  completely 
lost,  as  a  result  of  the  practical  but  disappointing  tests  to 
which  that  theory  has  been  .subjected  during  the  past  few 
years.  Mr.  C.  O.  Hardy  of  the  Brookings  Institution  in  his 
recent  book  gives  a  striking  confirmation  that  attempts  at 
credit  control  must  still  be  considered  as  entirely  experimental. 
He  says,  though  my  quotations  are  not  consecutive : 

No  analysis  of  the  business  situation  can  be  more  adequate  than  is 
the  theory  of  business  fluctuations  on  which  it  is  based  ....  The  final 
limitation  and  perhaps  the  most  serious  is  the  limitation  of  human  fore¬ 
sight  and  wisdom  ....  Credit  control  of  business  cycles  must  be  based 
on  forecasts  of  business  conditions  and  estimates  of  the  lag  of  results 
behind  measures.  The  present  state  of  the  art  of  business  forecasting 
gives  us  small  ground  for  optimism  as  to  the  feasibility  of  basing  on  it 
a  sound  effective  technique  of  controlling  the  state  of  business.1 

Rate  control,  of  course,  still  remains  a  useful  weapon  to 
check  rediscounting  in  periods  when  it  is  believed  that  an  over¬ 
expansion  of  credit  is  taking  place  but,  as  I  have  said,  such 
control  could  be  exercised  by  experts  with  equal  effect  under 
the  Finance  Act. 

Open-market  operations  in  other  countries  have  proved 
a  potent  and  prompt  method  of  reducing  or  increasing  the 


1  C.  0.  Hardy,  Credit  Policies  of  the  Federal  Reserve  System 
(Washington:  Brookings  Institution,  1932),  pp.  87-93. 
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cash  reserves  of  trading  banks,  but  here  again  bank  vaults, 
bulging  with  cheap  but  idle  money,  have  not  proved  a  suffi¬ 
ciently  attractive  carrot  to  turn  the  reluctant  borrower  into  an 
over-optomistic  donkey.  Do  not  these  facts  go  to  confirm  the 
banker’s  claim  that  it  is  the  prospect  of  employing  profitably 
the  proceeds  of  a  loan  that  is  the  sole  incentive  which  will  en¬ 
courage  borrowing  and  that  the  present  theories  of  credit 
control  are  largely  illusory?  If  this  contention  be  admitted, 
does  it  not  follow  that  the  initiative  in  creating  deposits 
through  loans  lies  with  the  borrower  —  and  the  borrower 
alone  —  and  that  if  sound  banking  and  stable  banks  are  to 
be  our  ideal  the  banker’s  part  in  the  transactions  must  be 
passive  ? 

The  central  bank,  it  is  suggested,  will  take  over  control  of 
exchange  rates.  Control  of  these  rates  is  by  no  means  impos¬ 
sible  if  adequate  resources  are  made  available  but  the  task  is 
a  difficult  one  which  may  involve  substantial  losses.  Foreign 
trade  is  so  greatly  hampered  by  the  wide  rate  fluctuations 
which  now  occur  that  an  attempt  to  provide  an  effective  control 
under  expert  and  cautious  direction  may  be  justified.  Is  it 
clear,  however,  that  it  is  necessary  to  form  a  central  bank  to 
undertake  the  task? 

It  is  also  proposed  that  the  bank  shall  take  over  the  note 
issues  both  of  the  chartered  banks  and  of  the  Dominion.  There 
are  apparently  two  lines  of  thought  behind  this  recommenda¬ 
tion.  Some  people  believe  that  currency  control  is  an  important 
factor  in  credit  management,  others  merely  that  the  note  is.sue 
is  too  profitable  a  privilege  to  be  allowed  to  remain  in  the  hands 
of  the  chartered  banks.  As  to  the  first  thought,  it  is  generally 
admitted  that  approximately  90  per  cent  of  the  business 
transactions  in  this  country  are  settled  by  check  and  that  the 
notes  in  circulation  represent  almost  entirely  the  sum  required 
for  till  cash  and  pocket  money.  So  long  as  notes  can  be 
deposited  in  the  banks  and  hoarding  through  fear  does  not 
develop,  no  larger  an  amount  in  notes  can  be  kept  in  general 
circulation  than  is  required  for  the  public  convenience. 
Deliberate  expansion  is  not,  therefore,  possible.  To  contract 
the  supply  of  notes  as  part  of  an  effort  to  check  a  feverish 
development  in  business  activity  would  achieve  no  real  result 
but  would  merely  cause  extreme  inconvenience,  irritation  and 
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an  increase  in  the  number  of  checks  issued.  If  a  currency,  to 
function  most  usefully,  must  expand  and  contract  instantly  in 
response  to  public  demand  (and  this  is  what  the  chartered  bank 
note  issue  does  to  perfection)  the  claim  that  its  control  is  an 
essential  factor  in  monetary  management  falls  to  the  ground. 
On  this  score,  therefore,  no  change  in  our  present  system  would 
seem  to  be  necessary. 

That  the  privilege  of  note  issue  is  a  valuable  one  no  Ca¬ 
nadian  banker  will  deny,  though  the  value  which  has  been 
placed  upon  it  by  those  who  advocate  its  withdrawal  is  grossly 
exaggerated.  As  I  have  already  pointed  out,  bank  earnings 
which  now  include  note  circulation  profits,  are  not  excessive, 
and  to  withdraw  the  privilege  purely  as  an  undeserved  puni¬ 
tive  measure  would  be  an  injustice.  The  loss  of  the  privilege, 
moreover,  would  not  only  deprive  the  banks  of  the  profit 
from  their  notes  actually  placed  in  circulation  but  the  necessary 
local  cash  reserves  of  each  branch  now  carried  without  interest 
cost  in  the  form  of  the  bank’s  own  notes  would  have  to  be 
replaced  by  an  unproductive  investment  in  an  equal  amount  of 
central  bank  notes  purchased  at  face  value.  The  heavy  addi¬ 
tional  expense  which  this  would  add  to  branch  operation, 
estimated  to  average  $600  per  year  per  branch,  must  result  in 
the  closing  of  offices  at  many  of  the  smaller  points  and  deprive 
these  communities  of  the  bank  facilities  they  now  enjoy. 

It  is  sometimes  argued  that  since  it  is  proposed  to  organize 
the  central  bank  as  a  distinct  corporate  body  charged  with 
specific  responsibilities  it  will,  therefore,  be  free  from  political 
control.  This,  I  believe,  in  practice  is  an  impossibility.  No 
central  bank  can  be  stronger  than  the  government  of  the  coun¬ 
try  which  it  serves.  Should  any  clash  of  opinion  occur  between 
the  government  and  the  bank  on  a  policy  of  importance  the 
opinion  of  the  cabinet  must  prevail.  No  doubt  the  views  of 
the  bank  would  carry  great  weight  but  policy-making  is  a 
responsibility  of  government.  A  corporation  created  by 
government  could  not  be  permitted  to  follow  a  cour.se  which 
had  not  full  official  approval  and  support. 

It  is  frequently  stated  by  the  more  vehement  critics  of  the 
banks  that  the  bankers  oppose  every  change  which  is  suggested 
to  ameliorate  conditions.  This  opposition  is  described  as  a 
mere  subterfuge  and  not  founded  on  any  honest  disbelief  in 
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the  merits  of  the  plans  put  forward.  It  is  said  to  be  due  solely 
to  the  base  fear  that  any  change  in  the  country’s  financial 
system  may  disturb  the  ease  and  affluence  which  the  banker  is 
still  supposed  to  enjoy.  I  can  assure  you  that  no  banker  has 
lounged  along  a  primrose  path  during  the  past  three  years  and 
that  his  great  affluence  is  largely  mythical.  Some  wealthy  men, 
it  is  true,  have  become  bankers  but  few  Canadian  bankers 
who  have  risen  from  the  ranks  of  their  profession  have  be¬ 
come  wealthy. 

We  are  not  alone  in  our  views  that  the  most  careful  con¬ 
sideration  should  be  given  to  proposals  involving  a  change  in 
our  present  banking  structure.  The  Economist  in  a  recent 
issue  said:  “Canadian  bankers  are  perfectly  justified  in  claim¬ 
ing  ....  that  Canada’s  existing  monetary  and  banking  system 
is  both  safe  and  adequate  to  her  needs.”  2 

I  hope  I  have  convinced  you  that  in  opposing  a  central 
bank  the  bankers  have  grounds  for  genuine  doubt  that  to 
create  one  will  advance  the  national  interest.  For  convenience 
I  will  summarize  the  reasons  for  these  doubts.  In  the  pro¬ 
posals  put  forward  only  three  functions  of  the  central  bank 
can  be  classed  as  of  major  importance.  It  would  undertake 
others,  but  merely  incidentally,  .since  in  themselves  the  latter 
do  not  justify  the  creation  of  the  bank.  These  major  functions 
are  economic  research,  control  of  credit  and  control  of  exchange 
rates.  No  one  will  deny  that  it  would  be  of  the  greatest  advan¬ 
tage  to  humanity  if  man  could  discover  how  to  substitute  a 
relatively  stable  level  of  business  prosperity  for  the  present 
alternations  of  great  expansion  and  sweeping  contraction.  I 
would  be  the  last  to  argue  that  the  problem  is  too  complex  for 
solution  and  that  we  should  relax  our  efforts  in  seeking  the 
causes  of  these  ebbs  and  flows  and  the  methods  by  which  they 
may  be  governed.  I  do  contend,  however,  that  our  know¬ 
ledge  of  the  subject  is  as  yet  entirely  inadequate  and  that  the 
present  theories  of  credit  management  when  tested  in  practice 
have  proved  to  a  great  extent  fallacious.  I  am  convinced  that 
our  researches  so  far  have  been  too  superficial  and  that  in 
addition  to  a  closer  study  of  such  comparatively  mechanical 


2  “Canadian  Central  Banking,”  the  Economist  (London),  April  15, 
1933,  p.  805. 
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matters  as  the  effect  of  the  velocity  of  money  we  should  turn 
our  attention  to  those  psychological  influences  which  so  pro¬ 
foundly  affect  man’s  conduct.  I  maintain  that  while  we  still 
but  dimly  apprehend  .some  of  the  factors  which  enter  into  the 
enigma  of  credit  control  and  have  yet  to  discover  and  gauge 
the  importance  and  effect  of  many  others,  the  creation  of  an 
institution  charged  with  the  exercise  of  this  control  must 
result  in  a  series  of  well-meaning  but  blundering  experiments 
which  may  add  to  rather  than  diminish  our  monetary  difficul¬ 
ties.  Finally,  I  submit  that  in  the  circumstances  I  have  outlined 
any  plan  for  establishing  a  central  bank  which  involves  a 
.serious  impairment  of  the  structure  and  strength  of  our  pre¬ 
sent  banking  system  is  one  which  should  be  rejected. 

Now,  may  I  present  an  alternative  to  you  ?  I  suggest  that 
to  assist  the  government  in  their  task  of  directing  the  country 
wisely  there  should  be  appointed  a  permanent  Economic  Advis¬ 
ory  Committee,  and  that  the  personnel  of  this  committee 
should  be  selected  from  the  most  intelligent  and  capable  men 
it  is  possible  to  procure,  and  should  include  both  those  who  have 
attained  distinction  in  the  study  of  economic  theory  and  men 
of  wide  experience  and  practical  knowledge  in  banking  and 
business  affairs.  This  committee  should  be  charged  with  the 
task  of  carrying  on  a  continuous  and  concentrated  study  of 
economic  developments  at  home  and  abroad  which  do,  or  may, 
affect  this  country  and  of  seeking  a  solution  of  the  many  com¬ 
plex  problems  which  now  exist  or  may  in  future  arise.  It 
should  be  instructed  to  devote  itself  in  particular  to  enquiry 
into  the  causes  of  and  cure  for  the  evils  of  the  business  cycle. 
For  the  purpose  of  experimenting  in  the  exercise  of  credit 
management  the  committee  should  supervise  operations  under 
the  Finance  Act.  They  would  supply  the  scientific  control  now 
said  to  be  lacking  in  the  administration  of  Canadian  rediscount 
facilities  and  in  their  hands  the  weapon  of  rate  variation  would 
be  no  less  effective  than  in  those  of  a  central  bank.  If,  despite 
the  difficulties  of  carrying  on  open-market  operations  in 
Canada,  the  committee  became  convinced  that  these  were  de¬ 
sirable  as  a  further  measure  to  control  the  supply  of  credit,  the 
operations  could  be  undertaken  on  the  government’s  behalf 
under  the  guidance  of  the  committee  through  the  chartered 
banks  or  through  the  Finance  Department.  The  committee 
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(provided  by  the  government  with  the  necessary  resources) 
could  undertake  the  control  of  exchange  rates,  operating 
through  the  chartered  banks  or  even  directly  in  the  open- 
market.  For  the  government  to  supply  the  funds  required,  or 
as  an  alternative  to  give  their  guarantee  to  cover  any  losses 
incurred,  would  merely  follow  the  precedents  established  in 
Great  Britain  and  Australia.  The  committee  would  by  its 
advice  enable  the  government  to  act  competently  and  decisively 
in  any  international  effort  to  restore  prosperity. 

Thus  the  committee  could  undertake  and  perform  with 
equal  efficiency,  and  at  a  much  smaller  cost,  the  three  major 
functions  for  which  the  creation  of  the  elaborate  machinery  of 
a  central  bank  is  proposed.  The  strength  of  the  present  bank¬ 
ing  system  moreover  would  not  be  impaired  by  the  withdrawal 
of  a  substantial  part  of  its  liquid  resources.  It  is  my  belief, 
gentlemen,  that  if  a  committee  of  the  quality  which  I  have 
described  is  brought  into  existence  it  would  win  the  support 
and  confidence  of  the  chartered  banks  and  would  find  the 
bankers  ready  to  join  with  it  in  any  co-ordinated  effort  which 
was  considered  to  be  to  the  national  advantage. 


BANKING  AND  CURRENCY— DISCUSSION 


W.  H.  Budden. — The  papers  which  we  have  just  heard  have  un¬ 
doubtedly  contributed  materially  to  a  better  understanding-  of  the  funda¬ 
mental  issues  involved  in  the  proposals  for  a  Canadian  central  bank. 

Mr.  Van  Buskirk  in  his  treatment  of  the  bank  note  privilege  has, 
I  believe,  proven  conclusively  the  undesirability  of  withdrawing  this 
currency  privilege  from  the  chartered  banks.  In  this  connection  it  is 
indeed  important  to  recognize  that  Canadian  bank  notes  are  really  no 
more  than  bearer  checks  payable  on  demand  by  the  bank  named  (in  legal 
tender  Dominion  notes)  and  further  that  they  do  not  provide  any  addi¬ 
tion  to  the  credit  base,  although  an  important  convenience  to  a  branch 
banking  system  in  meeting  demands  for  hand-to-hand  currency. 

Mr.  Biggar  also  successfully  disposed  of  a  number  of  the  argu¬ 
ments  for  a  central  bank  which,  though  based  on  established  precedent, 
are  not  applicable  to  Canada.  These  issues,  such  as  the  absence  of  a 
money-market,  the  concentration  of  cash  reserves  and  others,  of  which 
the  bank  note  privilege  is  the  most  important,  have  too  long  beclouded 
the  discussion  and  it  is  satisfactory  to  see  these  “men  of  straw”  de¬ 
stroyed  once  and  for  all. 

Mr.  Biggar  has  given  us  a  reasoned  defence  of  the  bankers’  point 
of  view,  stressing  the  trustee  obligations  of  individual  bankers  which 
very  properly  require  the  investment  of  funds  in  profitable  channels. 
As  Mr.  A.  E.  Phipps,  president  of  the  Canadian  Bankers  Association 
in  1928,  said  to  the  Banking  Committee  of  the  House  of  Commons: 

The  banker  is  primarily  and  mainly  concerned  about  the  safety 
of  his  advances  and  the  certainty  that  the  advances  will  be  returned 
within  a  reasonable  time  with  adequate  interest.  He  is  not  think¬ 
ing  about  the  volume  of  credit  in  the  country  nor  the  effect  which 
the  granting  or  withholding  of  credit  in  the  particular  instances  will 
have  upon  the  price  level  of  commodities  in  the  country.1 
The  question  arises,  of  course,  whether  competitive  banking  con¬ 
ducted  on  these  lines  can  provide  an  adequate  degree  of  credit  stability. 
Canada’s  rather  short-lived  adherence  to  the  gold  standard  from  1926  to 
1928  suggests  that  even  the  semi-automatic  degree  of  management  re¬ 
quired  to  maintain  the  gold  standard  was  lacking.  In  fact,  it  is  not 
surprising  that  competitive  bankers  as  human  beings,  suffering  alter¬ 
nately  from  optimism  and  pessimism,  are  dangerously  liable  in  the 
aggregate  to  intensify  the  swings  of  the  business  cycle.  Perhaps  even 
central  bankers  are  subject  to  human  frailties.  Unfortunately  even  an 


1  Journals  of  the  House  of  Commons  (Canada),  1928,  Appendix  3, 
“Proceedings  of  the  Select  Standing  Committee  on  Banking  and  Com¬ 
merce,”  p.  26. 
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inanimate  affair  such  as  the  gold  standard  requires  both  human  manage¬ 
ment  and  observance. 

As  Mr.  Biggar  pointed  out,  the  question  of  credit  creation  is  indeed 
academic,  although  it  does  lead  to  the  important  consideration  that  a 
well-developed  banking  system  can  support  a  deposit  structure,  based 
on  that  very  small  proportion  of  actual  cash  reserves  which  are  neces¬ 
sary  to  meet  temporary  unfavorable  clearing  balances.  Individual  bank¬ 
ers  need  not  be  aware  of  their  credit  operations  leading  to  the  creation 
of  deposits,  but  fortunately  the  activities  of  bankers  in  the  aggregate 
serve  that  purpose.  All  this  leads  to  the  conclusion  that  while  individual 
bankers  must  maintain  a  balance  between  an  inward  flow  of  deposits 
and  an  outward  flow  of  withdrawals,  the  banking  system  as  a  whole  is 
limited  on  the  one  hand  by  the  extent  of  its  cash  reserves,  and,  on  the 
other,  by  the  rate  at  which  industry  and  commerce  can  digest  or  put 
to  profitable  use  the  credit  available.  This  perhaps  suggests  that  mone¬ 
tary  operations  such  as  the  control  of  cash  reserves  at  least  provide  some 
opportunity  of  influencing  the  quantity,  if  not  the  quality,  of  the  flow  of 
bank  credit  within  the  limitations  of  profitable  enterprise. 

Mr.  Van  Buskirk  has  pointed  out  the  difficulties  of  Canada  as  a 
debtor  exporting  country  rather  subject  to  the  influence  of  financial  New 
York.  He  has  pointed  out  that  a  central  monetary  authority  would  be 
of  definite  service  in  operating  to  minimize  exchange  fluctuations  and  has 
suggested  that  occasion  might  require  predetermined  exchange  varia¬ 
tions  vis-a-vis  New  York  funds  and  sterling.  This  latter  point,  in  view 
of  the  preponderance  of  our  raw  material  exporting  interests,  may  well 
provide  the  principal  function  of  credit  control  as  applied  to  this  country. 
It  suggests,  in  fact,  the  necessity  for  considering  carefully  whether 
Canadian  governments  and  industries  should  continue  to  extend  their 
indebtedness  in  foreign  capital  markets. 

To  sum  up,  the  survey,  as  presented  by  Mr.  Biggar,  dovetailed  closely 
into  the  ideas  of  Mr.  Van  Buskirk  and  provided  a  number  of  important 
conclusions  with  which  I  am  sure  most  of  us  will  agree.  What  Canada 
needs  is  indeed  a  body  with  the  capacity  and  power  to  conduct  adequate 
economic  research,  to  exercise  control  of  credit  conditions  and  to  operate 
in  the  exchange  markets.  Whether  this  body  be  called  a  central  bank 
or  an  Economic  Advisory  Committee  need  not  matter  materially,  so 
long  as  individuals  of  ability  are  appointed  to  it  provided  with  full 
powers.  This  procedure  would  leave  questions  of  detail  and  technique 
to  be  worked  out  by  experience  and  later  incorporated  in  future  revisions 
of  the  Bank  Act.  In  the  meantime  the  evolution  of  the  Canadian  mone¬ 
tary  and  banking  structure  would  not  be  interrupted  by  either  radical 
innovations  or  stand-pat  orthodoxy. 

C.  A.  Curtis. — I  have  found  the  papers  this  evening  exceedingly 
interesting  and  I  think  that  it  is  a  matter  of  congratulation  to  this 
Association,  and  indeed  to  the  country,  that  members  of  the  business 
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and  banking  community  are  discussing  publicly  the  application  of  eco¬ 
nomic  principles  and  theory  to  current  economic  problems. 

There  are  many  points  in  both  papers  which  I  would  like  to  discuss 
but  which  time  does  not  permit  me  to  touch.  I  shall,  therefore,  do  little 
but  reiterate  my  position — which  I  believe  to  be  quite  relevant — on  the 
problem  of  a  central  bank  for  Canada. 

In  my  opinion  the  fundamental  starting  point  is  that  the  effect  of 
banking  operations  on  prices  and  economic  activity  are  so  important 
socially,  that  the  matter  cannot  be  left  to  the  sole  discretion  of  a  com¬ 
petitive  banking  system.  This  view  is  commonplace  in  economic  literature 
and  I  state  it  without  at  this  place  in  any  way  questioning  the  soundness 
of  the  Canadian  banks  or  the  efficiency  of  their  day-to-day  operations. 
I  state  it  quite  prepared  to  accept  what  we  have  heard  this  evening  on 
this  point;  in  fact  it  reinforces  my  argument.  As  Mr.  Biggar  mentioned, 
commercial  banks  cannot  be  as  rigorous  as  they  might  be  at  times  on 
a  credit  policy  because  of  public  condemnation.  I  wonder,  then,  why 
the  banks  do  not  welcome  a  central  bank  as  an  institution  to  which  this 
responsibility  could  be  quite  properly  transferred. 

This  fundamental  proposition  leads  to  the  question  which  has  been 
raised,  what  can  a  central  bank  do,  or  what  is  it  function?  In  my  opin¬ 
ion  there  is  but  one  answer  to  this  question  and  it  has  not  been  touched 
or  suggested  in  the  previous  discussion.  The  fundamental  function  of 
a  central  bank  is  to  maintain  the  standard  which  has  been  selected  by 
the  country  in  question.  I  do  not  care  whether  it  is  the  gold  standard, 
a  modified  gold  standard,  a  commodity  standard,  or  any  one  which  you 
may  mention.  Without  arguing  for  any  particular  standard,  I  say  it  is 
the  function  of  a  central  bank  to  maintain  that  standard  as  the  work¬ 
ing  standard  of  the  country.  Money-markets,  rediscount  rates  and  such 
like  are  but  means  to  this  end  and  should  be  discussed  as  means  not  as 
aims;  I  am  almost  convinced  that  there  has  been  a  confusion  of  means 
and  aims,  and  too  little  appreciation  of  the  aim  of  a  central  bank. 

To  reduce  this  problem  to  a  specific  Canadian  one,  may  I  ask  the 
rhetorical  question  what  agency  is  there  in  Canada  to  carry  out  a 
Canadian  monetary  policy?  In  my  opinion  there  is  no  proper  machinery 
in  Canada  to  carry  on  a  monetary  standard  and  it  is  this  condition  which 
justifies  a  central  bank. 

I  do  not  agree  with  Mr.  Biggar’s  arguments  concerning  the  diffi¬ 
culties  of  a  Canadian  central  bank,  and  if  time  permitted  I  believe  that 
satisfactory  replies  could  be  made  to  most  of  his  points.  It  seems  to 
me  that  the  operation  of  the  Finance  Act  from  1926-1929  is  excellent 
evidence  of  the  need  of  a  central  bank  in  Canada.  I  fail  to  see  how  one 
can  defend  a  monetary  structure  which  has  in  it  an  agency  capable  of 
performing  one  of  the  most  important  jobs  of  a  central  bank— that  of 
giving  cash  reserves  to  the  commercial  banks — without  any  of  the  re¬ 
sponsibility  which  central  banks  have.  The  current  discussion  among 
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Canadian  bankers  is  very  similar  to  that  carried  on  in  England  about  a 
century  ago,  and  the  position  of  Canadian  bankers  to-day  is  similar  to 
that  of  the  Bank  of  England  a  century  ago.  I  think  that  the  currency 
discussions  about  a  century  ago  in  England  carry  important  lessons  for 
the  current  Canadian  discussions  on  central  banking. 

Thus  in  conclusion  I  believe  that  the  orthodox  banking  view  does 
not  touch  the  fundamental  problem,  that  the  matter  of  credit  creation 
has  social  effects  beyond  the  purview  of  the  day-to-day  business  of  bank¬ 
ing,  and  that  the  function  of  the  central  bank  is  to  maintain  the  mone¬ 
tary  standard  selected  by  the  country,  which  under  existing  conditions 
the  commercial  banks  cannot  do. 


MINUTES  OF  THE  FIFTH  ANNUAL  BUSINESS  MEETING 

OF  THE  CANADIAN  POLITICAL  SCIENCE  ASSO¬ 
CIATION,  HELD  IN  OTTAWA,  MAY  23,  1933 

The  annual  business  meeting  of  the  Canadian  Political 
Science  Association  was  held  in  the  Chateau  Laurier,  Ottawa, 
on  May  23,  1933,  at  5  p.m.,  with  Professor  E.  J.  Urwick  in  the 
Chair. 

The  minutes  of  the  preceding  annual  meeting,  having  been 
printed  in  the  fourth  annual  volume  of  the  Proceedings,  pp. 
258-9,  were  taken  as  read. 

The  Secretary  then  presented  his  annual  report,  as  printed 
at  page  249  of  these  proceedings. 

The  Treasurer  next  presented  his  annual  report,  as  printed 
at  page  254  of  these  proceedings. 

At  the  first  evening  session  of  the  meeting  it  was  moved 
by  Mr.  J.  F.  Parkinson,  seconded  and  carried,  that  the  presi¬ 
dent  be  authorized  to  name  two  members  to  act  with  himself 
as  a  nominating  committee.  Mr.  R.  H.  Coats  and  Professor 
W.  A.  Mackintosh  were  named  by  the  president  to  act  with 
him. 


The  nominating  committee  reported  the  following  as  the 
officers  of  the  Association  for  the  ensuing  year: 

President:  S.  B.  Leacock,  McGill  University. 

Vice-Presidents:  A.  B.  Clark,  University  of  Manitoba,  Winnipeg. 

S.  A.  Cudmore,  Dominion  Bureau  of  Statistics, 
Ottawa. 

J.  W.  Dafoe,  Winnipeg  Free  Press,  Winnipeg. 

H.  Laureys,  L’ficole  des  Hautes  fitudes  Commer- 
ciales,  Montreal. 

Secretary-Treasurer:  V.  W.  Bladen,  University  of  Toronto,  Toronto. 
Editor  of  Publications:  C.  A.  Curtis,  Queen’s  University,  Kingston. 

The  seven  positions  becoming  vacant  on  the  Executive 
Council  were  filled  as  follows: 

C.  H.  Cronyn,  Bank  of  Montreal,  Montreal. 

R.  F.  Jones,  University  of  Manitoba,  Winnipeg. 

J.  M.  Macdonnell,  National  Trust  Company,  Toronto. 

H.  R.  Kemp,  University  of  Toronto,  Toronto. 
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F.  A.  Knox,  Queen’s  University,  Kingston. 

R.  A.  MacKay,  Dalhousie  University,  Halifax. 

B.  K.  Sandwell,  Saturday  Night,  Toronto. 

In  addition  to  these,  the  following  members  elected  in  1932' 
to  serve  two  years  complete  the  Executive  Council  of  the  Asso¬ 
ciation  : 

J.  F.  Booth,  Department  of  Agriculture,  Ottawa. 

W.  T.  Jackman,  University  of  Toronto,  Toronto. 

T.  R.  Loudon,  University  of  Toronto,  Toronto. 

S.  R.  Noble,  Royal  Bank  of  Canada,  Montreal. 

N.  McL.  Rogers,  Queen’s  University,  Kingston. 

F.  R.  Scott,  McGill  University,  Montreal. 

W.  W.  Swanson,  University  of  Saskatchewan,  Saskatoon. 

It  was  moved  by  W.  A.  Mackintosh,  seconded  by  R.  H. 
Coats,  that  the  proposals  of  the  nominating  committee  be  ac¬ 
cepted.  This  motion  was  carried  unanimously. 

On  motion  the  meeting  adjourned. 


REPORT  OF  THE  SECRETARY  OF  THE  CANADIAN 
POLITICAL  SCIENCE  ASSOCIATION  FOR  THE 
YEAR  ENDED  APRIL  30,  1933. 

In  leporting  the  work  of  the  Association  for  the  past  year 
I  am  including  as  a  part  of  the  record  the  minutes  of  the  Exe¬ 
cutive  Council. 

Minutes  of  the  meeting  of  the  Executive  Council  of  Octo¬ 
ber  15,  1932: 

A  meeting  of  the  Executive  Council  of  the  Canadian  Political  Science 
Association  was  held  at  the  University  Club,  Ottawa,  on  October  15,  1932 
at  2  p.m. 

There  were  present  at  the  meeting:  E.  J.  Urwick,  President;  O.  D. 
Skelton  and  S.  J.  McLean,  Past  Presidents;  S.  B.  Leacock,  Vice-President; 
V.  W.  Bladen,  Treasurer;  C.  A.  Curtis,  Editor  of  Publications;  J.  F. 
Booth,  H.  A.  Innis,  N.  McL.  Rogers,  F.  R.  Scott,  and  S.  A.  Cudmore,  Sec¬ 
retary. 

The  Minutes  of  the  previous  meeting  held  in  Toronto  on  May  22nd, 
1932,  having  been  printed  at  pp.  262-3  of  the  1932  Proceedings,  were 
taken  as  read. 

Under  business  arising  out  of  the  Minutes,  it  was  moved  by  S'.  B. 
Leacock,  seconded  by  0.  D.  Skelton  and  carried  unanimously,  that  if  the 
American  Economic  Association  and  its  allied  Associations  arrange  to 
hold  their  annual  meeting  in  Toronto  in  Christmas  week  of  1933,  the 
Canadian  Political  Science  Association  will  gladly  co-operate  in  making 
that  meeting  a  success. 

After  a  discussion  on  the  time  and  place  of  the  next  meeting  of  the 
Canadian  Political  Science  Association,  it  was  moved  by  S.  B.  Leacock, 
seconded  by  J.  F.  Booth  and  carried,  that  the  fifth  annual  meeting  of 
the  Association  be  held  in  Ottawa  on  May  22nd  and  23rd,  1933,  and  that 
if  possible  a  joint  session  with  the  Canadian  Historical  Association  be 
arranged. 

The  Council  then  proceeded  to  a  discussion  of  the  program  to 
be  presented  at  the  next  annual  meeting  of  the  Association,  in  which 
connection  due  consideration  was  given  to  the  representations  of  mem¬ 
bers  of  the  Executive  who  were  unable  to  be  present  at  the  meeting  of 
the  Council. 

After  considerable  discussion,  it  was  arranged  that  one  session 
should  be  devoted  to  agricultural  economics,  a  second  session  (joint  ses¬ 
sion  with  the  Canadian  Historical  Association)  to  economic  history  and 
political  science,  the  programme  for  this  session  to  be  arranged  in  con- 
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sultation  with  the  Canadian  Historical  Association.  A  third  session 
should  be  given  to  political  science  and  political  theory;  a  fourth  session 
to  banking  and  currency  problems;  a  fifth  session  to  economic  theory; 
while  a  sixth  session  should  be  devoted  to  the  presidential  address. 

It  was  further  arranged  that  in  addition  to  the  general  sessions 
dealing  with  larger  subjects  there  should  be  round  table  discussions  on 
more  specialized  subjects  on  the  mornings  of  Monday,  May  22nd,  and 
Tuesday,  May  23rd.  If  possible,  these  round  table  discussions  should  be 
concerned  with  population  statistics,  corporation  and  company  law, 
transportation  problems,  and  administrative  law. 

It  was  decided  that  the  following  members  of  the  Association  should 
be  requested  to  take  the  responsibility  for  the  preparation  of  the  pro¬ 
grams  for  the  respective  sessions:  Agricultural  Economics  session,  J. 
F.  Booth ;  Economic  History  session,  in  collaboration  with  the  Cana¬ 
dian  Historical  Association,  H.  A.  Innis;  Political  Science  session,  F.  R. 
Scott  and  N.  McL.  Rogers;  Currency  and  Banking  session,  W.  A.  Mack¬ 
intosh;  Economic  Theory  session,  S.  B.  Leacock,  J.  C.  Hemmeon  and 
V.  W.  Bladen.  The  following  were  to  be  asked  to  become  responsible  for 
the  program  of  the  possible  round  table  discussions:  Population  Sta¬ 
tistics,  R.  H.  Coats  and  S.  A.  Cudmore;  Corporation  and  Company  Law, 
C_-  A.  Curtis;  Government  Ownership,  F.  R.  Scott. 

It  was  moved  by  J.  F.  Booth,  seconded  by  H.  A.  Innis  and  carried, 
that  one  or  two  additional  round  tables  might,  if  necessary,  be  arranged 
for  by  the  program  committee  at  the  request  of  members  of  the  Associa¬ 
tion. 

It  was  also  agreed  that  those  responsible  for  arranging  the  pro¬ 
grams  of  the  different  sessions  should  make  tentative  arrangements 
only  and  that  the  formal  invitation  to  contribute  papers  should  go  out 
from  a  general  program  committee  consisting  of  the  President,  the 
Secretary  and  the  Editor  of  Publications,  who  should  be  responsible  for 
laying  down  rules  regarding  length  of  papers,  printing  arrangements, 
etc. 

Under  the  heading  of  general  business,  it  was  moved  by  V.  W. 
Bladen,  seconded  by  O.  D.  Skelton  and  carried  unanimously,  that  for 
the  present  the  printing  of  the  Association  be  given  to  The  Jackson 
Press,  Kingston. 

In  connection  with  the  tendered  resignation  of  the  Hon.  N.  W. 
Rowell  from  the  Executive  Council,  it  was  unanimously  agreed  that 
Mr.  Rowell  should  be  requested  to  continue  to  act  until  the  next  annual 
meeting  of  the  Association. 

The  Secretary  gave  notice  that  he  would  move  at  the  next  annual 
meeting  that  a  list  of  the  then  members  of  the  Association  be  printed 
in  the  next  volume  of  proceedings. 

It  was  agreed  that  the  Secretary  should  write  to  Dr.  Doughty, 
Dominion  Archivist,  regarding  the  possibility  of  preserving  in  the 
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Archives  the  records  of  important  defunct  Canadian  business  organiza¬ 
tions  for  the  use  of  economic  historians. 

On  motion  the  meeting  adjourned. 

Minutes  of  the  meeting  of  the  Executive  Council  of  May 
22,  1933: 

A  meeting  of  the  Executive  Council  of  the  Canadian  Political  Science 
Association  was  held  at  the  Chateau  Laurier,  Ottawa,  on  May  22,  1933, 
at  5  p.m. 

The  minutes  of  the  previous  meeting,  held  at  the  University  Club, 
Ottawa,  on  October  15,  1932,  having  been  distributed  to  the  members  of 
the  Council,  were  taken  as  read. 

The  Secretary’s  Report,  showing  progress  during  the  year,  was  read. 

The  Treasurer’s  Report,  showing  a  surplus  of  some  $150  on  the 
year’s  operations,  was  read.  The  Treasurer  recommended  that  an  audi¬ 
tor  be  appointed  in  future,  and  on  motion  of  Dr.  Skelton,  seconded  by 
Professor  Curtis,  this  recommendation  was  endorsed  and  referrerd  to 
the  nominating  committee,  the  auditor  to  be  located  in  the  same  place 
as  the  Treasurer. 

Moved  by  Mr.  Dafoe,  and  seconded,  that,  until  the  new  Executive 
Council  decides  upon  a  permanent  policy,  the  Treasurer  and  the  Editor 
in  agreement  be  authorized  to  handle  the  matter  of  disposing  of  the 
back  volumes  of  the  Proceedings  at  such  rates  or  in  such  quantities  as 
they  may  approve,  and  also  the  matter  of  discounts  to  booksellers. 

Moved  by  Professor  Curtis,  seconded  by  Professor  Bladen,  and  car¬ 
ried,  that  at  the  evening  meeting  a  motion  should  be  presented  authoriz¬ 
ing  the  President  to  appoint  a  nominating  committee  of  three  to  submit 
a  slate  of  nominations  for  officers  for  1933-34,  as  well  as  for  the  seven 
positions  now  becoming  vacant  on  the  Executive  Council. 

It  was  next  decided  that  in  consequence  of  the  inability  of  the 
Minister  of  Finance  to  take  the  chair  at  the  evening  meeting  on  Tues¬ 
day,  May  23,  Mr.  J.  W.  Dafoe,  a  Vice-President  of  the  Association,  should 
be  invited  to  act  as  chairman.  To  this  Mr.  Dafoe  agreed. 

The  time  and  place  of  the  next  meeting  were  then  considered,  and 
various  suggestions  were  made,  including  Montreal,  Toronto,  Winnipeg 
and  Kingston.  On  behalf  of  Montreal  it  was  urged  by  Professor  Scott 
that  the  membership  would  be  increased  and  especially  that  a  French- 
Canadian  membership  would  be  attracted.  For  Toronto  it  was  stated 
that  the  centenary  celebration  next  year  would  add  much  to  the  interest 
of  the  meeting.  The  claims  of  Winnipeg  were  presented  by  Professor 
Jones  of  the  University  of  Manitoba  and  for  Kingston  it  was  stated  that 
buildings  would  be  available.  Professor  Jones  also  pointed  out  that 
placing  the  meeting  a  little  later  would  result  in  increased  attendance 
from  the  West  with  reduced  passenger  rates  such  as  will  be  available 
about  the  end  of  May,  or  would  alternatively  facilitate  the  holding  of  a 
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meeting  in  Winnipeg.  Finally  the  time  and  place  of  the  next  meeting 
were  referred  to  the  incoming  committee,  with  a  recommendation  to 
consult  the  Canadian  Historical  Association  with  a  view  to  the  possi¬ 
bility  of  the  two  Associations  holding  their  meeting  in  the  same  place 
and  at  the  same  time. 

Professor  Jones  and  Mr.  Dafoe  also  brought  up  the  question  of 
establishing  a  local  section  or  chapter  in  Winnipeg  and  possibly  in  other 
Western  centres.  It  was  pointed  out  that  this  would  increase  interest 
in  the  Association  and  also  promote  its  growth  in  numbers.  Dr.  McLean 
pointed  out  that  the  American  Societies  also  had  their  sectional  groups 
and  meetings  in  California  and  elsewhere  in  the  West,  and  on  his  sugges¬ 
tion  it  was  decided  that  the  points  made  should  be  summarized  and 
referred  to  the  incoming  council  with  a  recommendation  for  serious  con¬ 
sideration.  In  the  meantime,  Professor  Jones  agreed  to  bring  up  the 
matter  at  a  conference  to  be  held  at  Kenora  in  July. 

The  question  of  the  printing  of  the  papers  of  the  joint  session  was 
brought  up  by  Professor  Curtis,  and  Professor  Scott  suggested  arrang¬ 
ing  with  the  participating  association  for  offprints  of  such  papers.  It 
was  finally  agreed  to  print  at  least  one  and  to  discuss  the  matter  with 
the  Canadian  Historical  Association. 

Professor  Curtis  proposed,  seconded  by  Dr.  McLean,  that  the  Con¬ 
stitution  be  brought  up  to  date  and  that  it  be  printed  in  the  fifth  volume 
of  annual  Proceedings. 

On  motion  the  Executive  Council  adjourned. 

The  past  year  has  been,  on  the  whole,  a  period  of  progress 
in  the  history  of  the  Association.  The  gap  left  by  those  who 
resigned  when  the  membership  fee  was  raised  from  $2  to  $3 
has  been  fairly  well  filled  up  by  the  admission  of  additional 
members,  so  that  the  Association  is  financially  stronger  than 
in  the  past. 

The  papers  and  discussion  of  the  fourth  annual  meeting 
held  in  Toronto  on  May  23  and  24,  1932,  were  duly  published 
and  issued  to  the  members  in  August.  This  involved  a  great 
deal  of  work  for  Professor  C.  A.  Curtis,  the  Editor  of  Publica¬ 
tions,  to  whom  are  due  the  hearty  thanks  of  the  Association. 

The  program  of  the  present  session  was  planned  at  a 
meeting  of  the  Executive  Council  on  October  15,  1932.  Cer¬ 
tain  members  of  the  Association  undertook  to  be  responsible 
for  the  programs  of  the  various  sessions,  and  I  am  sure 
that  everyone  will  agree  that  their  efforts  have  resulted  in 
an  excellent  program  and  that  the  thanks  of  the  Associa¬ 
tion  are  due  to  the  members  who  carried  out  this  work,  name- 
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ly.  Professors  Leacock,  Hemmeon  and  Bladen  for  the  Economic 
heory  session ;  Dr.  Innis,  our  representative  in  preparing  the 
program  for  the  joint  session  with  the  Historical  Association; 
Dr  J.  Booth,  for  the  Agricultural  sessions;  Professors  Scott 
and  Rogers  for  the  Political  Science  session;  Professor  Mack¬ 
intosh  for  the  Banking  and  Currency  session.  Professor  Scott 
also  arranged  the  round  table  on  Government  ownership,  while 
Professor  Curtis  planned  the  round  table  on  Company  Law,  and 
the  Dominion  Statistician  the  round  table  on  Population 
Problems.  While  it  is  felt  that  a  good  program  has  been 
provided,  it  is  regretted  that  the  continuance  of  the  depression 
is  operating  to  reduce  the  attendance  at  the  meeting,  more 
especially  of  members  who  have  to  come  from  a  distance. 

The  thanks  of  the  Association  are  also  due  to  the  Canadian 
National  Railways  for  giving  us  accommodation  at  the  Chateau 
Launer  and  to  the  University  Club  of  Ottawa  for  placing  its 
facilities  at  the  disposal  of  visiting  members. 

In  the  recent  past,  the  publication  of  an  economic  periodical 
has  been  commenced  by  the  Economic  Society  of  South  Africa, 
while  Australia  has  had  such  a  publication,  the  Economic 
Record,  for  several  years.  Thus  Canada  will  be  the  last  of 
the  great  Dominions  to  establish  such  a  periodical.  This  is 
perhaps  largely  due  to  the  overshadowing  influence  of  the 
United  States,  which  is  felt  in  this  field  as  in  many  others. 
Still  it  must  be  remembered  that  we  have  many  distinct  eco¬ 
nomic  problems  of  our  own,  and  that  the  establishment  of  an 
economic  quarterly  of  an  all-Canadian  type  is  overdue,  and 
should  be  undertaken  as  soon  as  possible.  One  reason  for  the 
existence  of  such  a  periodical  is  that  it  would  assist  us  in 
maintaining  closer  relationship  with  our  western  members, 
who  are  only  occasionally  able  to  attend  our  meetings. 

Respectfully  submitted, 

S.  A.  Cudmore, 

Secretary. 


REPORT  OF  THE  TREASURER  OF  THE  CANADIAN 
POLITICAL  SCIENCE  ASSOCIATION  FOR  THE 
YEAR  ENDED  APRIL  30,  1933 


A  statement  of  Income  and  Expenditures  for  the  year 
ended  April  30,  1933,  is  herewith  appended. 

Statement  of  Income  and  Expenditure  for  the  year  ended 

April  30,  1933. 


Income 

Fees  and  sale  of  publications  . — . - . - . — . $1,396.00 

Less  prepaid  fees  — . - . — . — . . - . .  33.00 


$1,363.00 


Expenditure 

Expenses  of  publication  — . . . . 

Off-prints  .... . . — . - . . . 

Expenses  of  Annual  meeting,  May,  1932  . . . 

Administration  expenses  . . . . . . — . 


Summary 

Total  Income  - - - 

Total  Expenses  . - . . . - . — 

Excess  of  Income  over  Expenses  for  this  year 


Deficit  at  30th  April,  1932 
Less  Surplus  for  1932  . 

Deficit  to  date  . . . — 


Bills  payable  . . . . - . - . 

Prepaid  fees  . . . - . - . . 


Less  Cash  on  hand  . . . — . - . - 


. . „....$  875.08 

. .  66.68 

_ _ 162.75 

. .  99.91 


$1,204.42 

.$1,363.00 

..  1,204.42 

158.58 

195.71 

158.58 

37.13 

.$ 

12.30 

33.00 

$ 

45.30 

- 

8.17 

$ 

37.13 

V.  W.  Bladen, 

Treasurer. 


CONSTITUTION  OF  THE  CANADIAN  POLITICAL 
SCIENCE  ASSOCIATION 


Article  I— Name 

This  Association  shall  be  known  as  the  Canadian  Political 
Science  Association. 

Article  II — Object 

The  object  of  the  Association  shall  be  the  encouragement 
of  the  investigation  and  study  of  Political,  Economic  and  Social 
problems.  The  Association  as  such  will  not  assume  a  partisan 
position  upon  any  question  of  practical  politics  nor  commit  its 
members  to  any  position  thereupon. 

Article  III — Membership 

Any  person  nominated  by  two  members  and  accepted  by 
the  Executive  Council  may  become  a  member  of  this  Associa¬ 
tion. 

There  shall  be  an  annual  membership  of  three  dollars. 

By  a  single  payment  of  fifty  dollars  any  person  may  be¬ 
come  a  life  member,  exempt  from  annual  dues. 

Each  member  will  be  entitled  to  receive  a  copy  of  all  the 
publications  of  the  Association  issued  during  his  or  her  mem¬ 
bership. 

Article  IV — Officers 

The  officers  of  this  Association  shall  consist  of  a  Presi¬ 
dent,  four  Vice-Presidents,  a  Secretary-Treasurer,  and  an 
Editor  of  Publications,  all  of  whom  shall  be  elected  annually, 
and  of  an  Executive  Council,  consisting  ex-officio  of  the  offi¬ 
cers  above  mentioned,  and  of  fourteen  elected  members  (seven 
to  be  elected  each  year)  whose  terms  of  office  shall  be  twTo 
years.  The  retiring  president  shall  be  a  member  of  the  Execu¬ 
tive  Council  for  two  years  from  the  date  of  his  retirement. 
All  officers  shall  be  nominated  by  a  Nominating  Committee 
appointed  by  the  Executive  Council,  and  shall  be  elected  by 
a  majority  vote  of  the  members  of  the  Association  present 
at  the  meeting  at  which  the  elections  are  held. 


256 


Canadian  Political  Science  Association 


Article  V — Duties  of  Officers 

The  President  of  the  Association  shall  preside  at  all  meet¬ 
ings  of  the  Association  and  of  the  Executive  Council,  and  shall 
perform  such  other  duties  as  the  Executive  Council  may  assign 
to  him.  In  his  absence  his  duties  shall  devolve  successively 
upon  the  Vice-Presidents  in  the  order  of  their  election  and 
upon  the  Secretary-Treasurer,  and  Editor. 

The  Secretary-Treasurer  shall  keep  the  records  of  the 
Association,  receive  and  have  the  custody  of  the  funds  of  the 
Association,  subject  to  the  rules  of  the  Executive  Council,  and 
perform  such  other  duties  as  the  Executive  Council  may  assign 
to  him. 

The  Executive  Council  shall  have  charge  of  the  general 
interests  of  the  Association,  shall  call  regular  and  special 
meetings  of  the  Association,  appropriate  money,  appoint  com¬ 
mittees  and  their  chairmen,  with  appropriate  powers,  and  in 
general  possess  the  governing  power  in  the  Association  except 
as  otherwise  specifically  provided  in  this  Constitution. 

The  Executive  Council  shall  have  the  power  to  fill  vacan¬ 
cies  in  its  membership  occasioned  by  death,  resignation,  or 
failure  to  elect,  such  appointees  to  hold  office  until  the  next 
annual  election  of  officers.  Five  members  shall  constitute  a 
quorum  of  the  Executive  Council,  and  a  majority  vote  of  those 
in  attendance  shall  control  its  decisions.  Ten  members  shall 
constitute  a  quorum  of  the  Association,  and  a  majority  vote 
of  those  members  in  attendance  shall  control  its  decisions. 

Article  VI — Resolutions 

Any  proposed  resolution  to  which  objection  is  made  by 
any  members  shall  be  referred  to  the  Executive  Council  for 
its  consideration  before  submission  to  the  vote  of  the  Associa¬ 
tion. 

Article  VII — Amendments 

Amendments  to  this  Constitution  shall  be  proposed  by 
th  Executive  Council  and  adopted  by  a  majority  vote  of  the 
members  present  at  any  regular  or  special  meeting  of  the 
Association. 
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ASSOCIATION 


Annual  Membership . .  Three  Dollars 

Life  Membership . . . Fifty  Dollars 


A  copy  of  the  Papers  and  Proceedings  of  the  Annual 
Meeting  for  the  current  year  is  sent  to  all  members. 


Copies  of  the  Papers  and  Proceedings  of  the  Annual  Meet¬ 
ings  may  be  purchased  at  the  following  prices : 


Volume  I,  1913  (few  copies  available) .  $3 

Volume  II,  1930  .  $1 

Volume  III,  1931  .  $2 

Volume  IV,  1932  .  $2 

Volume  V,  1933  .  $3 


A  summary  of  the  contents  of  the  first  four  volumes  will 
be  found  on  the  following  pages. 

Applications  for  membership  and  orders  for  copies  of  the 
publications  of  the  Association  should  be  addressed  to  the 
Secretary-Treasurer : 

PROFESSOR  V.  W.  BLADEN, 

The  University  of  Toronto, 

273  Bloor  St.  W., 

Toronto. 


PAPERS  AND  PROCEEDINGS  OF  THE  CANADIAN 
POLITICAL  SCIENCE  ASSOCIATION 


SUMMARY  OF  THE  CONTENTS  OF  VOLS.  I-IV. 


VOLUME  I,  1913  (153  pp.)  $3. 

Government  aid  to  agriculture  _ _ _ _  C.  Hill-Tout 

The  role  of  the  middleman _ _ _ _ _ _  R.  H.  Coats 

Agricultural  credit  systems  and  the  West . . . . J.  A.  Stevenson 

Canada’s  balance  of  trade  . . . . .  James  Bonar 

Points  of  special  interest  in  Canada’s  federal  constitution,  A.  H.  F.  Lefroy 

The  housing  of  our  immigrant  workers  ....... _ _ Bryce  M.  Stewart 

A  number  of  papers  on  city  government  in  Canada  by  W.  B.  Munro, 
John  A.  Cooper,  Morley  Wichett,  W.  D.  Lighthall,  T.  D.  Walker, 
J.  A.  Ellis  and  Professor  Potts. 


VOLUME  II,  1930  (129  pp.)  $1. 

Some  problems  of  statistics  in  Canadian  business _ _ _ W.  W.  Goforth 

Merchandising  in  Canada _ _ _ _ _ _ _  D.  M.  Marvin 

Canadian  censuses  of  the  seventeenth  century  . A.  J.  Pelletier 

Growth  of  French  population  of  Canada . . . . A.  R.  M.  Lower 

The  relation  of  origins  of  immigrants  to  the  settlement  of  the 

country  . . . . . .  W.  B.  Hurd 

Canada’s  international  position . . . . . . . Adam  Shortt 

Inter-Imperial  trade  . . . . .  A.  B.  Clark 

Pacific  relations . . . . . . . W.  H.  Angus 

The  Royal  prerogative  of  the  dissolution  of  parliament . . E.  A.  Forsey 

Credit  control  in  Canada . . . C.  A.  Curtis 

Curriculum  of  a  course  in  commerce . . . . W.  A.  Mackintosh 


$2. 


VOLUME  III,  1931  (267  pp.) 

The  mobility  of  labour  in  relation  to  unemployment _ _ L.  C.  Marsh 

Some  aspects  of  unemployment  insurance  . . .  Bryce  M.  Stewart 

How  has  business  forecasting  stood  the  test  ?  . . .  Jj,  D.  Edie 

Is  our  economic  system  bankrupt?  . . . . . _  q.  D.  Skelton 

Gold  and  the  decline  of  prices - - - W.  A.  Mackintosh 

Canada’s  foreign  trade  in  agricultural  products  . . . T.  W.  Grindley 

Economic  aspects  of  the  agricultural  problem  . . . J.  E.  Lattimer 

Sociological  aspects  of  the  agricultural  problem  . . . R.  W.  Murchie 

A  programme  of  research  in  agricultural  economics  . J.  F.  Booth 

Transportation  as  a  factor  in  Canadian  economic  history H.  A.  Innis 

Is  a  revision  of  taxation  powers  necessary?  _ H.  R.  Kemp 

The  Compact  theory  of  Confederation  _ _ _ N.  McL.  Rogers 
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